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PREFACE 


The  problems  in  Importing  here  presented  have  been  collected 
in  connection  with  a  course  in  Import  Purchasing  given  at  the 
Harvard  Graduate  School  of  Business  Administration.  Courses 
in  Foreign  Trade  as  given  in  American  universities  have  been 
concerned  very  largely  with  export  merchandising.  Because  of 
the  overemphasis  that  has  been  placed  on  the  export  phase  of 
foreign  trade,  and  because  of  the  growing  importance  of  importing 
in  this  country  resulting  in  an  increasing  interest  on  the  part 
of  American  business  men  in  import  problems  and  policies,  this 
volume  has  been  prepared.  It  is  hoped  that  it  may  serve  not 
only  as  a  text  for  college  and  university  use,  but  also  that  it 
may  meet  the  interest  and  needs  of  business  men  who  are  con- 
cerned with  importing  whether  as  merchants,  manufacturers,  or 
bankers. 

Because  the  literature  dealing  with  the  organization  and  prob- 
lems of  importing  is  limited  in  amount  and  widely  scattered,  the 
first  part  of  this  book  dealing  with  "The  Principles  of  Importing" 
has  been  prepared.  This  will  serve  as  background  for  the  dis- 
cussion of  the  actual  problems  in  import  policies  and  methods 
presented  in  Part  II.  The  problems  of  Part  II  will  amplify  and 
make  concrete  much  of  the  material  of  Part  I,  and  at  the  same 
time  give  opportunity  for  the  application  of  business  principles 
to  actual  business  situations. 

The  grouping  of  the  problems  in  Part  II,  while  generally  par- 
allelling the  chapters  in  Part  I,  is  not  strictly  according  to  the 
chapter  divisions  in  Part  I.  A  particular  problem  often  involves 
the  consideration  of  several  principles  and  features  other  than 
the  dominant  one,  or  the  one  which  the  problem  for  the  time 
being  throws  into  relief.  A  single  problem  may  therefore  involve 
consideration  of  the  topics  discussed  in  several  chapters  of  Part  I. 
The  student  will  do  well  for  this  reason  to  read  all  of  Part  I 
before  taking  up  Part  II. 

The  problems  of  Part  II  are  taken  from  the  actual  experiences 
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of  business  houses.  They  are  real,  not  fictitious,  problems.  In 
most  cases,  however,  the  name  of  the  firm  used  is  fictitious  for 
the  purpose  of  disguise. 

In  its  use  as  a  text  the  author  suggests  that  Chapters  I  and  II 
be  made  the  basis  of  class  discussion  relative  to  the  economics  of 
importing  without  immediate  reference  to  the  problems  in  Part  II. 
Greater  or  less  time  may  be  given  to  these  chapters,  dependent 
upon  the  length  of  the  course  and  the  needs  and  interests  of  the 
class.  Following  the  discussion  of  the  economics  of  importing, 
applied  particularly  to  the  United  States,  the  student  may  be  re- 
quired to  read  carefully  Chapters  III  to  VIII;  and  at  the  same 
time  assignments  and  discussions  of  the  problems  in  Part  II  may 
be  begun.  Henceforth  the  text  in  Part  I  will  serve  as  background 
and  reference  for  the  discussion  of  the  problems  and  cases. 
Probably  at  least  80%  of  the  time  devoted  to  the  course  can  best 
be  given  to  the  problems  in  Part  II. 

In  the  preparation  of  this  volume,  I  am  indebted  to  many  more 
than  can  be  mentioned  personally.  Without  the  leadership  of 
Dean  W.  B.  Donham  in  the  development  of  the  case  or  problem 
method  of  teaching  business,  and  his  constant  encouragement, 
this  book  would  not  have  been  possible.  A  large  proportion  of  the 
problems  were  collected  through  the  Bureau  of  Business  Research 
of  Harvard  University,  and  I  am  under  great  obligations  to  the 
Bureau's  former  Director,  Professor  Melvin  T.  Copeland,  and  to 
present  and  former  members  of  the  Staff  of  the  Bureau,  particular- 
ly to  Messrs.  Russell  M.  Sanders,  Arno  N.  Johnson,  Robert  S. 
Swain,  J.  J.  Babb,  Gaylord  M.  Gates,  and  P.  W.  Thayer.  I  would 
mention  also  the  always  cheerful  and  willing  assistance  of  the 
Bureau's  former  secretary,  Miss  Mary  E.  Osgood. 
^  The  many  business  men  who  have  furnished  the  problem  mate- 
rial cannot  be  enumerated.  I  should  like,  however,  to  mention 
Mr.  C.  H.  Powell,  of  the  C.  H.  Powell  Company,  of  Boston,  who 
critically  read  portions  of  the  text  in  Part  I  and  made  several 
valuable  suggestions,  and  also,  for  similar  services,  Mr.  R.  M. 
Skinner,  of  Bingham  and  Company,  of  New  York;  Mr.  Charles 
Pastine,  of  Pastine  and  Company,  of  Boston;  Mr.  H.  H.  Oakes,  of 
the  First  National  Bank  of  Boston;  and  Mr.  C.  C.  McCauley,  also 
of  the  First  National  Bank,  for  the  letter  of  credit  and  other  forms 
used  in  Chapter  VII.  My  special  thanks  are  due  to  Mr.  George 
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Weber,  now  of  the  University  of  Texas,  for  his  assistance  in  verify- 
ing the  statistical  material  of  Chapter  II  and  in  drawing  most  of 
the  diagrams  and  charts  used  throughout  the  book.  My  secretary, 
Miss  S.  E.  Danforth,  also  has  given  effective  help  in  preparing  the 
manuscript. 

PaWfo  t„^;«  G.  B.  Roorbach 

Calcutta,  India, 

March  10,  1927 
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PART  I 

PRINCIPLES  OF  IMPORTING 


INTRODUCTORY: 


THE  BUSINESS  OF  IMPORTING 

Importing  is  that  branch  of  business  concerned  with  bringing 
merchandise  into  a  country  from  foreign  lands.  It  is  a  part  of 
the  broad  field  of  purchasing.  Just  as  exporting  is  that  branch 
of  selling  which  looks  to  foreign  markets,  so  importing  is  that 
phase  of  purchasing  that  deals  with  foreign  merchandise  and 
seeks  foreign  sources  of  supply.  As  a  part  of  the  broader  field  of 
buying,  importing  is  governed  by  the  same  general  principles 
that  govern  domestic  purchasing.  It  differs  from  domestic  pur- 
chasing  chiefly  because  the  conduct  of  business  across  interna- 
tional boundaries,  ordinarily  carried  on  through  long  distances 
involving  ocean  transportation  and  with  peoples  who  use  different 
languages,  currencies,  and  commercial  units  and  follow  different 
business  customs,  is  more  complicated  and  presents  many  prob- 
lems both  in  policy  and  in  technique  that  are  not  encountered 
in  doing  business  through  the  accustomed  channels  in  one's  own 
country. 

There  are  also  other  differences.  For  example,  international 
business  is  usually  conducted  under  greater  governmental  restric- 
tions and  regulations  than  domestic  business.  In  the  case  of  the 
United  States,  for  instance,  the  purchaser  of  goods  abroad  has 
to  solve  the  intricate  complications  of  the  American  tariff  and  to 
meet  the  harassing  rules  and  regulations  that  are  involved  in 
our  customs  administration.  He  must  also  meet  the  requirements 
of  foreign  governments  in  regard  to  the  export,  transportation, 
and  production  of  the  goods  he  desires  to  import  into  this  country. 
He  must  face  many  situations  in  foreign  lands  over  which  neither 
he  nor  his  government  has  any  control,  such,  for  example,  as 
the  regulations  concerning  rubber  production  in  the  Far  East  by 
the  British,  or  over  nitrate  prices  by  the  Nitrate  Association 
in  Chile. 
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Because  of  these  and  other  conditions  peculiar  to  foreign  pur- 
chasing, the  business  of  the  importer—be  he  a  broker,  a  commis- 
sion agent,  a  wholesale  or  retail  merchant,  or  a  manufacturer — 
must  solve  problems  of  organi^on^ofme±od,  of  financing,  of 
Jransporial^rvof  generaHSurch^^  olte^T^re^lls^ 
tinct  from  thosSin  domestic  business*  Importing,  like  exporting, 
has  its  peculiar  problems  that  call  for  training  and  experience 
in  their  handling,  and  skill  in  the  technique  of  their  detailed 
operation.  Importing  has  become,  therefore,  in  all  commercial 
countries  a  specialized  business. 

As  is  common  to  all  merchandising  business,  importing  is 
divided  into  several  distinct  fields  of  specialization.  Importers 
may  be  merchants  who  buy  and  sell  foreign  merchandise  as 
wholesale  middlemen.  They  may  be  import  commission  agents 
who  buy  in  foreign  countries  on  a  commission,  or  import  brokers 
whose  function  is  merely  to  bring  the  foreign  seller  or  the  domestic 
importer  in  touch  with  the  domestic  buyer.  There  are  custom- 
house brokers  whose  special  function  is  to  handle  the  technical 
details  connected  with  entering  goods  through  the  custom-house 
and  to  look  after  the  details  required  by  the  import  tariff .„  Custom-  <■ 
house  brokerage  is  peculiarly  a  service  connected  with  importing. 
There  are  other  brokers  who  specialize  in  other  phases  of  import- 
ing, such  as  the  freight  forwarder,  the  bonded  warehouseman,  and 

are  all  middlemen  per- 
forming services  for  the  ultimate  purchaser  of  imported  mer- 
chandise. Men  engaged  in  these  enterprises  may  confine  them- 
selves strictly  to  importing,  or  they  may  combine  the  handling 
of  imported  goods  with  similar  services  and  functions  in  domestic 
trade.  In  fact,  middlemen  in  domestic  merchandising  frequently 
face  the  question  of  adding  importing  functions  to  their  existing 
domestic  business. 

The  manufacturer  who  consumes  imported  raw  materials  and 
supplies,  or  the  retail  merchant  who  sells  imported  merchandise, 
faces  the  problem  as  to  the  best  method  of  securing  import  re- 
quirements. Shall  he  depend  entirely  upon  the  middlemen,  or 
shall  he  directly  import  from  the  foreign  country?  If  imports 

nrp  rnarlp  rlfrA^tlir    tliA  niipcti'nn  nf  nrcra nidation  inrl  m p fr V> n rl  Ttntli 

are  maae  airecuy,  ine  question  01  organization  ana  meinoa  Doin 
in  this  country  and  in  the  foreign  country  must  be  met.  Shall 
he  buy  from  a  foreign  merchant,  go  direct  to  the  foreign  producer, 
or  establish  his  own  purchasing  organization  abroad? 
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From  the  point  of  view  of  any  individual  business  organization, 
the  immediate  reasons  for  engaging  in  importing  are  similar  to 
the  reasons  for  engaging  in  exporting  or  in  any  other  line  of 
business  activity— namely,  the  making  of  gain  through  rendering 
business  services,  or  the  increase  of  profits  through  purchase  of 
foreign  goods.  If  the  wholesale  or  retail  merchant  can  purchase 
imported  goods  for  resale  in  the  American  market  at  a  cost  less 
than  he  can  obtain  goods  in  the  domestic  market,  or  if  higher 
prices  can  be  obtained  for  imported  wares,  or  if  there  is  a  prefer- 
ence for  imported  products,  he  will  import  for  the  sake  of  the 
greater  profit  he  can  make,  just  as  the  exporter  will  sell  in  foreign 
markets  for  similar  reasons.    Likewise,  the  manufacturer  will 
be  guided  in  the  purchase  of  jaw  materials.  Even  if  there  is  no\ 
direct  price  advantage  to  be  gained  by  purchasing  abroad,  im-* 
porting  may  be  desirable  in  order  that  the  merchant  or  the 
manufacturer  may  keep  open  a  wider  range  of  sources,  or  be 
better  assured  of  constant  supplies,  or  better  enabled  to  eliminate 
possible  price  fluctuations,  than  if  he  were  dependent  on  a  single 
market.  For  the  reason  that  a  selling  organization  desires  to 
keep  its  eggs  in  more  than  one  basket  by  not  depending  on  a 
single  market,  so  a  purchaser  will  plan  to  keep  open  many  chan- 
nels for  acquiring  necessary  supplies.  If  he  depends  on  one 
source,  any  one  of  many  causes  may  seriously  interfere  with  the 
regular  flow  of  supplies.  Crop  failures,  or  revolutions,  or  strikes, 
or  war,  or  changes  in  laws,  are  such  conditions;  but  they  rarely 
affect  all  countries  at  the  same  time. 

Certain  intangible  benefits  also  may  be  derived  f r  om  importing. 
The  retail  merchant,  for  example,  who  buys  in  foreign  markets 
is  likely  to  profit  by  his  contacts  with  those  markets,  not  only  in 
obtaining  better  prices,  or  in  uncovering  new  or  unusual  mer- 
chandise, but  also  through  increased  knowledge  of  the  methods 
and  practices  of  foreign  merchants  and  the  acquisition  of  new 
ideas  that  may  be  applicable  to  his  own  business.  Foreign  trad- 
ing, whether  importing  or  exporting,  is  an  effective  means  of 
preventing  stagnation  or  decay  in  one's  domestic  business. 

While  the  problems  of  any  individual  business  are  from  day 
to  day  immediately  associated  with  the  conduct  of  that  par- 
ticular business  as  a  profit-making  enterprise,  the  far-sighted 
business  man  desires  to  see  his  individual*  business  in  the  light 
of  its  relationship  to  the  whole  economic  structure  of  his  com- 
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munity  or  country.  He  needs  to  understand  how  his  business  is 
related  to  national  welfare,  as  well  as  to  his  own  individual 
welfare.  For,  in  the  long  run,  unless  national  economic  welfare 
is  served  by  his  business,  the  business  is  upon  an  insecure  f  ounda- 
tion.  Furthermore,  the  progressive  and  enlightened  exea  we 
wishes  to  be  assured  that  his  own  line  of  business  is  serving 
national  well-being  as  well  as  promoting  his  own;  or,  at  least, 
he  desires  that  his  business  shall  not  run  contrary  to  national 
prosperity.  What,  then,  may  be  asked,  is  the  relation  of  importing 
to  national  welfare?  From  the  point  of  view  of  the  country  as 
a  whole  what  services  does  this  branch  of  business  render? 

It  is  commonly  said  that  foreign  trade  is  today  one  of  the 
essential  elements  in  the  business  and  economic  prosperity  of  the 
United  States.  In  most  discussions  on  foreign  trade  in  the 
United  States,  however,  the  emphasis  has  been  placed  on  ex- 
porting. "The  prosperity  of  the  United  States  is  dependent  on 
foreign  markets"  is  a  statement  typical  of  the  description  of  the 
relation  of  national  economic  welfare  to  foreign  trade.  The 
emphasis  is  usually  on  selling.  It  is  not  strange  that  producers 
of  goods  for  sale,  whether  from  factory,  mine,  forest,  or  farm, 
should  first  relate  foreign  trade  to  selling.  The  advantages  of 
larger  and  expanding  markets  are  obvious.  But,  while  it  is  less 
obvious,  it  is  equally  true  that,  considered  from  the  point  of  view 
of  the  nation  as  a  whole,  imports  are  necessary  for  national 
prosperity. 

This  follows  because  many  imported  products  are  of  them- 
selves absolutely  indispensable  to  our  industrial  and  commercial 
well-being  and  to  our  individual  comfort;  also,  because  by  im- 
porting products  that  cannot  be  produced  effectively  at  home, 
a  country  can  devote  its  energies  to  the  production  of  those 
things  which  will  yield  it  the  largest  returns  both  for  home  con- 
sumption and  for  export.  In  fact,  the  need  for  foreign  trade 
arises  primarily  from  the  demand  for  goods  not  obtainable,  or 
not  obtainable  to  advantage,  within  a  country's  own  borders. 
One  of  the  chief  advantages  of  export-trade  expansion  in  any 
country,  considered  from  a  national  point  of  view,  comes  from 
the  ability  which  such  expansion  gives  to  meeting  the  desire  and 
the  need  of  the  people  to  secure  greater  quantities  and  larger 
varieties  of  goods  to  satisfy  the  necessities  of  industry  and  the 
desire  for  higher  standards  of  living. 
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The  necessity  for  foreign  trade,  both  import  and  export,  in- 
creases as  the  world's  economic  life  develops  and  expands.  The 
personal  wants  of  primitive  peoples,  or  of  people  in  less  advanced 
countries,  are  readily  satisfied  and  their  simple  industries  require 
few  raw  materials  not  locally  obtainable.  As  civilization  has 
advanced,  however,  and  industrial  development  taken  place, 
standards  of  living  have  been  raised  and  human  wants  expanded 
beyond  the  possibilities  of  their  being  supplied  by  the  resources 
and  industries  within  the  confines  of  any  one  country.  There  is 
no  country  today  so  large  or  so  rich  in  resources  that  it  can 
support  alone  a  modern  industrial  society,  feed  its  people,  and 
satisfy  the  ever-advancing  standards  of  living  demanded  by  an 
enlightened  population.  Neither  is  there  any  nation  so  small  or 
so  poor  that  it  wholly  excludes  foreign  products.  Necessity  finds 
a  way  of  obtaining  those  things  people  greatly  need  or  desire. 
Trade  between  nations,  therefore,  has  expanded  as  existing  in- 
dustrial nations  have  grown  and  as  knowledge  and  invention 
have  increased;  it  must  continue  to  expand  as  new  or  backward 
nations  develop  and  further  progress  takes  place  in  the  older 
industrial  countries. 

If  a  country  were  self-sufficient,  if  its  resources  were  such  that 
it  could  produce  to  advantage  all  that  it  needed  so  that  imports 
were  unnecessary,  there  would  of  course  be  no  need  of  exporting. 
Under  such  conditions,  conceivably,  there  would  be 
tional  exchange  of  products,  no  foreign  trade.  But  no  such  rela- 
tion exists  in  the  world  of  today;  nor  can  it  exist.  Because 
atural  resources  are  so  unevenly  scattered  over  the  surface  of 
the  earth;  because  some  countries  have  more  advantageous  geo- 
graphical positions  for  trade  than  others;  because  populations 
vary  so  widely  in  quality  and  in  density  of  distribution;  because 
human  demands  are  becoming  increasingly  diversified  and  more 
and  more  complex;  because  an  international  division  of  labor, 
under  these  conditions  of  geographic,  social,  and  economic  in- 
equalities, has  manifest  advantages;  for  these  and  similar  reasons, 
foreign  trade  for  a  progressive  country  is  not  only  necessary  but 
highly  desirable  and  profitable. 

There  is  a  necessary,  but  varying,  relationship  between  exports 
and  imports.  There  could  be  no  important  development  of  inter- 
national trade  over  a  long  period  that  did  not  consist  of  both 
imports  and  exports.  However,  as  will  be  shown  in  Chapter  II, 
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the  relationship  of  imports  to  exports  depends  upon  the  stage  of 
development  of  a  country's  trade,  its  position  as  a  debtor  or  as 
a  creditor  nation,  and  the  extent  to  which  items  other  than  the 
exchange  of  merchandise  enter  into  the  commercial  relations  of 
one  country  with  another. 

Foreign  trade  is  not  a  mere  barter  of  goods  across  international 
Dounaaries.  reports  01  mercnanaise  may  oe  paia  ior  Dy  means 
other  than  the  impoi}  of  merchandise,  and  the  settlement  for 
imports  may  likewise  be  made  otherwise  than  by  exporting  mer- 
chandise. Gold  may  be  used  in  settlement,  but  payments  of  inter- 
national obligations  in  gold  are  relatively  small,  for  the  reason 
that  the  amount  of  gold  available  is  small  relatively  to  the  total 
value  of  trade.  Furthermore,  excessive  movements  of  gold  into 
or  out  of  a  country  are  likely  to  set  up  influences  that  are  dis- 
turbing to  the  internal  economic  life  of  the  country  and  to  its 
foreign  trade.  More  important  than  gold  are  "services."  These 
services,  sometimes  called  "invisible  exports,"  may  be  shipping 
services;  or  banking,  credit,  or  insurance  facilities;  or  even  faci- 
lities for  pleasure,  health,  or  education  which  result  in  important 
expenditures  by  travelers.  Such  services  command  in  exchange 
imported  merchandise  as  truly  as  goods  or  gold  exported,  although 
they  usually  are  small  in  value  relative  to  the  "visible  exports" 
represented  by  the  products  of  mine  and  soil  and  factory. 

Capital  also  maybe  exported.  By  making  loans  to  foreign 
countries,  or  by  investment  in  foreign  enterprises,  or  by  exten- 
sion  of  credits  in  one  form  or  another  to  foreign  purchasers,  a 
country  may  expand  its  exports  of  merchandise  far  in  excess  dP*" 
the  immediate  payments  received  in  merchandise  imports  or  in 
imports  of  gold  or  of  services.  Such  advances  of  capital  and 
credit,  however,  merely  postpone  to  a  future  date  the  merchandise 
importations  necessary  to  repay  the  loans  and  to  meet  payments 
of  interest  and  dividends.  If  imports  could  not  be  increased 
ultimately,  the  lending  country  would  be  the  loser.  There  would 
be  no  object  in  exporting  either  goods  or  capital  if  payments 
could  not  be  developed.  Since  gold  and  services  for  most  nations 
must  represent  but  a  comparatively  small  part  of  the  means  of 
settling  international  obligations,  the  burden  of  settlement  for 
exports  rests,  sooner  or  later,  on  the  import  of  merchandise. 
Exports  may  be  stimulated  greatly  at  any  given  time  by  an  export 
of  capital;  but  this  involves  an  ultimate  increase  of  imports. 
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The  relation  of  the  value  of  merchandise  exports  to  imports, 
therefore,  at  any  given  time  depends  upon  the  position  that  the 
country  occupies  as  a  lending  or  as  a  borrowing  country.  A 
lending  nation  will  at  first  have  an  excess  of  exports;  later,  an 
excess'of  import,  A  borrowing  country,  during' the' period  of 
borrowing,  will  have  an  excess  of  imports;  during  the  process  of 
repayment,  an  excess  of  exports.  But  whatever  the  relationship, 
if  the  "invisible  items"  remain  constant,  and  no  fresh  loans  or 
borrowings  are  made,  an  increase  of  exports  must  be  accompanied 
by  an  increase  of  imports,  and  an  increase  of  imports  by  an 
increase  of  exports.  Even  if  a  country's  imports  are  already 
in  excess  of  exports,  it  may  be  possible  to  maintain  an  increase 
in  exports  by  a  further  increase  in  imports.  The  export  trade, 
therefore,  at  a  given  time  may  be  directly  conditioned  by  the 
amount  of  imports.  Considered  over  a  period  of  years,  the  export 
trade  of  a  country  is  limited  not  only  by  the  ability  of  the  ex- 
porting country  to  produce  and  of  foreign  countries  to  consume, 
but  also  by  the  ability  and  the  willingness  of  the  exporting 
country  to  take  the  products  of  foreign  countries  in  payment  for 
its  exports. 

The  importer  is  fully  as  vital  to  the  economic  and  industrial 
prosperity  of  our  country  as  the  exporter.  The  capable  perform-, 
ance  of  the  importer's  functions,  therefore,  is  a  matter  of  im- 
portance in  considering  the  organization  and  management  ofy 
business.  Nevertheless,  very  little  attention  has  been  given  to 
the  study  of  import  organization,  or  to  the  business  problems  of 
#ie  importer.  On  the  contrary,  the  importer  has  been  too  fre- 
quently looked  upon  as  an  undesirable  citizen,  one  whose  business 
was  a  nefarious  one,  not  to  be  followed  by  a  really  patriotic 
American.  Not  only  have  many  business  men  so  regarded  it,  but 
the  government  has  seemed  at  times  also  so  to  consider  it.  Not 
simply  that  Congress  has  put  restrictions  upon  imports  in  the 
form  of  excessive  customs  duties  (the  wisdom  of  protective  tariffs 
is  not  here  considered)  but  the  administrative  provisions  of  our 
tariff  and  customs  laws  in  some  instances  have  been  so  framed 
and  administered  as  to  place  difficulties  in  the  path  of  the  im- 
porter and  to  surround  his  business  with  a  mass  of  red  tape  that 
has  hampered  his  legitimate  activities  at  nearly  every  step. 

The  purpose  of  this  book  is  to  set  forth  the  principles  and  the 
problems  connected  with  importing  as  a  business.  Part  I  gives 
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an  analysis  of  the  import  trade  of  the  United  States,  an  account 
of  the  organization  of  importing,  and  a  summary  of  the  principles 
that  apply  to  the  management  and  technique  of  import  purchas- 
ing. Part  I  is  to  serve  as  the  background  for  the  study  of  the 
problems  of  importing  given  in  Part  II. 

The  problems  in  Part  II  are  less  concerned  with  the  detailed 
technique  of  importing  than  with  the  broader  considerations  of 
organization,  management,  and  policy  as  related  to  the  import 
of  goods  by  the  specialized  importer,  by  the  wholesale  and  retail 
merchant,  and  by  the  manufacturer.  The  problems  are  actual 
problems  taken  out  of  the  experience  and  practice  of  American 
firms  that  are  daily  meeting  and  deciding  similar  questions.  They 
have  been  selected  as  illustrations  of  types  of  executive  problems 
in  importing  around  which  the  principles  and  practices  of  im- 
ing  may  be  concretely  studied  and  critically  analyzed. 
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THE  IMPORT  TRADE  AND  ITS  RELATION  TO  EXPORTS  AND  THE 
INTERNATIONAL  BALANCE  OF  TRADE 

The  nature  of  the  development  of  the  import  trade  of  the 
United  States  and  its  probable  future  trends  can  better  be  under- 
stood if  it  is  considered  in  comparison  with  and  in  relation  to  the 
export  trade.  Table  1  shows  the  merchandise  imports  and  exports 
of  the  United  States  from  1820  to  1925,  and  Figure  1  shows 
graphically  the  variations  in  imports  and  exports  by  years  up 
to  the  outbreak  of  the  World  War.  Variations  in  per  capita  trade 
are  shown  in  Table  2.  While  there  has  been  during  the  century 
a  generally  continuous  increase  in  the  value  of  both  imports  and 
exports,  the  rate  of  increase  has  greatly  varied  from  period  to 
period,  and  the  relation  of  imports  to  exports  has  changed 
markedly. 

Before  1850  the  growth  of  United  States  foreign  trade  was 
slow,  both  as  to  totals  and  in  its  per  capita  importance.  The 
imports  per  capita,  which  in  1820  were  $7.71,  were  only  $7.48  in 
1850.  In  fact,  up  to  1837  trade  increased  but  slightly  in  total 
*alue  and  was  declining  in  per  capita  importance.  Before  1838 
imports  exceeded  exports  in  value.  This  excess  of  imports  was 
made  possible  principally  by  the  earnings  of  the  American  mer- 
chant marine  and  by  investments  by  Europeans  in  new  enterprises 
m  the  United  States,  payments  for  both  of  which  were  received 
in  the  form  of  imported  goods.  From  1838  to  1849,  however 
exports  increased  more  rapidly,  partly  as  a  result  of  the  stimula- 
tion to  exports  following  the  expansion  of  the  country's  industries 
and  agriculture,  partly  as  a  result  of  the  necessity  of  paying 
interest  on  the  capital  previously  borrowed.  Especially  was  the 

SVI^Ja0^  dfvel?ped:  At  same  time  imP°rt*  were 
MlJST^  /mCe  .f°reign  mvestmen*s  "  the  United  States 
roiiowmg  the  depression  of  1837  declined  and  the  decreasing 
earnings  from  the  diminishing  American  merchant  marine  were 
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Figure  i:  Imports  and  exports  of  the  United  States,  1820-1914- 

needed  to  balance  the  indebtedness  of  America  on  account  of 
interest  payments  rather  than  to  pay  for  imported  merchandise. 
From  1838  to  1849,  therefore,  exports  of  merchandise  came 
slightly  to  exceed  imports  in  value,  reversing  the  balance  that 
maintained  previous  to  1838.1  There  was,  however,  but  slight 
expansion  in  the  total  trade. 

The  period  from  1850  to  1896  differed  from  the  preceding  one 
in  that  it  was  a  period  of  moderately  rapid  expansion  of  the 
foreign  trade  of  the  United  States.  It  was  similar  to  it  in  that 
the  import  balance,  which  after  1850  had  again  been  reestab- 
lished, was  overturned  during  the  period  to  an  export  balance. 
The  rate  of  trade  expansion  varied  during  the  period.  From  1850 
to  1873  the  increase  of  imports  was  rapid,  except  for  the  slump 
during  the  Civil  War.  Imports  per  capita  increased  from  $7.48  in 
1850  to  $15.91  in  1873.  Exports  increased  less  rapidly  and  from 
1850  to  1873  imports  were  much  in  excess  of  exports. 

In  only  two  years  did  exports  exceed  imports  and  then  only  by 
very  small  margins.  The  expansion  of  imports  from  1850  to 
1873  was  mainly  a  result  of  very  large  foreign  capital  investments 
in  the  United  States  during  the  period  of  railroad  building  and 

^ee  Bullock,  Williams,  and  Tucker,  "The  Balance  of  Trade  of  the  United 
States,"  Review  of  Economic  Statistics,  July,  1919. 
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Table  i 

Imports  and  Exports  of  the  United  States  and  Balance 

of  Trade,  1820-192  5 


(Millions  of  Dollars) 


Yearly 
Average* 

Imports 

Exports 

Exports  (+)  or 
Imports  (— ) 

1 02O-29 

TA 

74 

fin 

—  e 

1 030-39 

I1U 

oft 

  T  ft 

III 

117 

TO 

1 050-59 

200 

230 

1 860-64. 

278 

221 

__c7 

1 865-69 

369 

275 

—  OA 

1 870-74 

478 

I875-79 
1 88O-84 

466 

612 

+  I46 

685 

811 

+  I26 

I 885-89 

675 

715 

+40 

1 890-94 

797 

902 

+  IO5 

1 895-99 

718 

1,040 

+322 

I900-04 

919 

+5IO 

I905-09 

1,257 

1,733 

+476 

I9IO-I4 

1,689 

2,166 

+477 

I9I5-I9 

2,515 

5,309 

+2,794 

I920-24 

3,660 

5,061 

+1,401 

I9I3 

1,813 

2,466 

+653 

I920 

5.278 

8,228 

+2,950 

I92I 

2,509 

4,485 

+1,976 

I922 

3,"3 

3,832 

+719 

I923 

3,792 

4,167 

+375 

I924 

3,610 

4,591 

+981 

I925 

4,228 

4,909 

+681 

*  Fiscal  year  average  to  and  including  1919;  calendar  years  1920  to  1925. 


expansion  of  agriculture  that  followed  the  Civil  War.  It  was  also 
the  result  of  the  discovery  of  gold  in  California  and  the  conse- 
quent large  gold  production  by  means  of  which  payment  for 
excess  imports  was  further  made  possible.2 

Following  1873,  however,  the  import  trade,  while  increasing 
in  value  and  in  quantity,  did  not  keep  pace  with  the  growth  of 
population.  Exports,  on  the  other  hand,  were  stimulated  and, 
except  for  the  years  1875,  1888,  and  1893,  exceeded  imports 
every  year  after  1873  (Figure  1).  This  expansion  of  exports 
was  made  possible  by  the  greatly  expanded  production  power 
of  the  United  States  resulting  from  the  era  of  railroad  building 
andthe  spread  of  population  into  the  West.  Excess  exports  were 

2  Bullock,  Williams,  and  Tucker,  opus  cU. 
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Table  2 


Exports  and  Imports  per  Capita* 


Exports 

Imports 

1820 

|£  7  •  22 

$  7.71 

1830 

557 

4-  87 

I84O 

7  2^ 

§  *  «/ 

5  76 

I850 

6.23 

7.48 

i860 

10.61 

11.25 

1865 

4.78 

6.87 

I87O 

977 

11 .06 

1875 

II.36 

11.98 

I88O 

16.43 

12.51 

1885 

12.94 

10.32 

I890 

I34I 

12. 14 

1895 

11.40 

10.51 

I90O 

18.01 

10.91 

IOCS 

17-45 

12.71 

I9IO 

18 . 20 

16.52 

IQI4 

23  •  44 

19.18 

I  ^-?0 

73-59 

47.22 

1925  t 

43 -25 

0/  •  0 

*  Statistical  Abstract  of  the  United  States,  1923,  PP.  799-8oo. 
t  Estinuted. 


necessary  in  order  to  meet  interest  payments  on  the  funds  pre- 
viously borrowed  and  also  in  order  that  settlement  could  be  made 
for  other  invisible  items  in  our  trade  account  that  previously  had 
been  small  or  non-existent.  Chief  among  these  invisible  items 
were  ocean  freights  payable  to  foreign  merchant  marines  and 
tourist  expenditures  resulting  from  increasing  American  travel 
abroad.  The  American  merchant  marine  had  become  insignificant 
as  a  carrier  of  foreign  commerce  after  the  Civil  War,  thus  making 
it  necessary  each  year  for  American  merchants  to  provide  large 
sums  for  payments  to  foreign  shipowners. 

However,  until  1896,  the  foreign  trade  of  the  United  States, 
both  imports  and  exports,  remained  nearly  stationary  as  meas- 
ured by  its  per  capita  importance;  that  is,  it  barely  kept  pace 
with  the  rapidly  growing  population.  The  per  capita  value  of 
imports  ranged  between  $10  and  $13,  a  less  amount  than  in  the 
early  seventies.  Per  capita  exports  increased  from  $12.12  in 
1873  to  $17.23  in  1881,  but  then  declined,  although  always 
remaining  more  important  than  before  1873. 

The  period  from  1850  to  1896  may  be  characterized,  there- 
fore, as  a  period  of  moderate  expansion  of  our  foreign  trade, 
during  the  early  part  of  which— that  is,  before  1873— imports 
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were  rapidly  increased  and  exceeded  exports  in  value,  while 
during  the  later  part,  due  to  the  declining  importance  of  imports, 
the  trade  balance  was  overturned  and  exports  exceeded  imports. 
This  period  was  similar,  therefore,  to  the  1820-1850  period  in  that 
the  relation  of  imports  to  exports  was  reversed,  imports  exceeding 
exports  during  periods  of  foreign  borrowing  as  the  country 
expanded,  but  exports  gaining  the  ascendency  when  production 
increased  and  interest  and  dividend  payments  became  large  as 
a  result  of  the  previous  borrowings. 

A  period  of  large  increase  in  the  foreign  trade  of  the  United 
States  followed  1896.  While  both  the  export  and  import  trade 
increased,  exports  expanded  more  rapidly,  creating  an  enormous 
"favorable  trade  balance."  Exports  increased  from  $883,000,000, 
or  $12.18  per  capita,  in  1896,  to  $2,466,000,000,  or  $24.79  per 
capita,  in  19 13.  The  increase  in  imports  was  not  so  marked  or 
so  sudden,  but  in  1913  imports  had  reached  a  total  of  $1,813,000,. 
000,  or  $18.03  per  capita,  as  compared  with  $780,000,000,  or 
$10.72  per  capita,  in  1896. 

The  reasons  for  the  rapid  increase  in  exports  were  many.  The 
population  of  the  country  had  now  become  large;  railways, 
mines,  factories,  and  farms  had  been  developed  and  were  in  posi- 
tion to  produce  in  greater  quantities  than  ever  before;  free  lands 
were  gone  and  American  capitalists  had  begun  to  pay  more  atten- 
tion to  trade  and  investment  outside  of  the  United  States;  large 
payments  were  due  in  interest  and  principal  on  the  sums  that 
had  been  invested  previously  by  foreign  capitalists  in  United 
States  enterprises;  emigrants,  who  had  been  coming  to  this  coun- 
try in  ever  increasing  numbers,  were  now  remitting  large  sums 
to  relatives  and  friends  in  Europe;  and  American  tourists  were 
spending  other  large  amounts  in  travel,  pleasure,  and  business 
outside  our  own  borders.  All  these  factors  created  both  the  neces- 
sity for  exports  and  the  ability  to  export  to  meet  the  necessity. 
The  export  trade  was  the  means  by  which  the  country  could  pay 
its  obligations  to  foreign  creditors  for  goods  and  services  pre- 
viously imported  and  at  the  same  time  command  constantly 
increasing  quantities  of  imported  goods  and  services  demanded 

by  a  people  of  high  standards  of  living  and  expanding  industrial 
me. 

^  The  war  period,  and  early  post-war  period,  saw  a  continued 
increase  in  United  States  exports.   Even  when  due  allowance  is 
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made  for  the  increase  in  prices  during  this  period,  the  volume  of 
exports  mounted  steadily.  /The  increase  was  due  not  only  to  the 
demand  for  war  materials  by  the  Allies  but  to  the  fact  that  new 
markets  were  created  for  American  goods  in  countries  chiefly 
supplied  before  the  war  by  Europe.  Imports,  on  the  other  hand, 
increased  more  slowly  since  Europe,  always  the  main  source  of 
our  imports,  was  bending  all  her  energies  to  producing  for  the 
war.  The  war  period,  therefore,  built  up  an  export  trade  balance 
of  enormous  magnitude,  the  excess  of  exports  alone  in  1919 
being  as  great  as  the  total  trade,  exports  and  imports,  in  19 13 
(see  Table  3).  This  excess  export  balance  was  much  more  than 
enough  to  pay  for  all  visible  and  invisible  charges,  including 
interest  owed  by  Americans  to  Europeans  and  to  pay  off  the  debts 
that  had  accumulated  during  the  period  of  United  States  industrial 
and  agricultural  expansion.  Why,  then,  was  is  possible  to  con- 
tinue  to  export  such  enormous  surpluses? 

The  large  export  shipments  during  and  immediately  following 
the  war  were  made  possible  partly  because  of  gold  shipments  to 
the  United  States— shipments  so  large  that  this  country  came  to 
have  from  45%  to  50%  of  the  world's  gold  supply  by  1923— but 
chiefly  because  the  United  States  Government  and  American  mer- 
chants advanced  funds,  in  the  form  of  loans  and  credits,  to  Euro- 
pean governments  and  to  private  businesses  in  all  parts  of  the 
world.  The  war  thus  brought  entirely  new  elements  into  United 
States  foreign  trade,  elements  that  previously  had  not  existed. 


Table  3 

Post-War  Trade:  Quantity  Index  (That  is,  Influence 

of  Price  Eliminated)* 


Year 

Index  of  Quantity 

Actual  Value 
{Millions  of  Dollars) 

Imports 

Exports 

imports 

Exports 

t 

1913 

100 

100 

1  ,813 

2.4.66 

IQIQ 

125 

142 

3,904 

14)20 

139 

137 

5,278 

8,228 

1921 

120 

120 

4,485 

1922 

154 

112 

3,"3 

3,832 

1923 

161 

»5 

3,792 

4,167 

IQ24. 

1 56 

130 

3,610 

4,591 

IQ2S 

166 

137 

4,228 

4,909 

•  Index  prepared  by  E.  D.  Durand,  Bureau  of  Foreign  and  Domestic  Commerce,  1926. 
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Table  4 

Approximate  Distribution  of  United  States  Foreign 
Investments  at  End  of  1925* 
( Millions  of  Dollars) 


Region 

Government 
Guaranteed 
Obligations 

Industrial 
Securities  and 
Direct  In- 
vestments 

Total 

1,825 
910 
1,175 

520 

675 
3,300 

1,650 
350 

2,500  ' 

4,210 

2,825 

870 

Canada  and  Newfoundland  

Asia,  Australia,  Africa,  and  rest 
of  T^orld  ..«•••••••••••••••• 

Total  ••••••••••••••••••• 

4,430 

5,975 

10,405 

•  Estimates  by  Grosvenor  M.  Jones,  Bureau  of  Foreign  and  Domestic  Commerce,  Washington 
D.  C,  1926.  These  figures  do  not  include  the  obligations  of  foreign  governments  to  the  United 
States  Government,  amounting  approximately  to  $10,000,000,000. 


Because  of  the  loans  extended,  largely  in  the  form  of  exports  of 
merchandise,  the  United  States  at  the  close  of  the  war  was  no 
longer  a  debtor  on  international  account,  but  a  creditor.  Instead 
of  owing  large  sums  to  European  creditors,  America  became  the 
world's  largest  creditor.  The  creditor  position  of  the  United 
States  is  indicated  by  Tables  4  and  5. 

In  addition  to  the  change  in  the  international  financial  position 
of  the  United  States  that  resulted  from  the  war,  this  country  has 
built  up  during  and  since  the  war  a  large  merchant  marine  and 
is,  therefore,  less  dependent  on  foreign  shiris  for  carrying  its  trade. 
It  has  also  increased  greatly  the  possibilities  of  rendering  other 
services  formerly  supplied  chiefly  by  Europeans,  such  as  banking, 
credit,  and  insurance  services.  Because  the  United  States  can 
perform  a  greater  proportion  of  such  services  for  itself,  and  even 
sell  them  to  foreigners,  the  need  for  exports  of  merchandise  in 
payment  of  the  "invisible"  import  items  is  relatively  less  than 
before  the  war. 

What  have  been  the  consequences  of  these  changed  conditions 
on  imports  and  exports?  And  what  may  be  expected  to  be  the 
ultimate  effects?  Following  1920  there  was  at  first  a  large  decline/ 
in  the  value  of  exports,  but  a  much  smaller  decline  in  imports.  A' 
very  considerable  part  of  this  decline  was  more  apparent  than  real, 
being  due  to  price  deflation  which  accompanied  the  period  of 
business  depression  that  broke  over  the  whole  world  in  1920. 
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Table  5 

Estimated  Balance  of  International  Payments 
of  the  United  States,  1924* 

(Millions  of  Dollars)  ^=^= 


Items 


CURRENT  ITEMS 


Visible  current  items: 
Merchandise  


Invisible  current  items: 

Interest  on  inter-Ally  debt.  

Private  interest  and  dividends  

Ocean  freights  

Governmental  payments  

Services  to  tourists  

Charitable  and  missionary  expenditures. 

Immigrants'  remittances  

Motion-picture  royalties  


(credits) 


4.934t 

160 
520 
75 


100 


Total,  invisible  current  items  

Total,  current  items  other  than  gold  and  silver. 
MOVEMENT  OF  CAPITAL 


New  foreign  loans,  exclusive  of  refunding  . 
Sale  and  purchase  of  outstanding  securities. 

Foreign  bonds  paid  off.  

Principal  of  inter-Ally  debt  

United  States  paper  currency  


Total,  capital  items  

GOLD  AND  SILVER 


Gold.. 
Silver . 


Total,  gold  and  silver. 


Total,  all  items.  .  .  •  •  -  •  •  •  •  y 

Change  in  foreigners'  bank  deposits  5. 


Residual  balance  (representing  errors  and  omissions) 


75 


930 


5.864 


411 
140 
27 


578 


262 
99 


36l 


6,803 


Imports 
(debits) 


4.268J 


165 
83 
5 

660 
50 
310 


i  f  3  73 


5.541 


920 
90 


62 


1.072 


128 

65 


193 


6,806 


Balance 


+666 


+160 
+355 

-560 
-50 

—310 
+75 


-343 


+323 


-920 
+321 
+140 
+27 
—62 


—  AO  A 


+  134 

+34 


+  168 


-3 
-61 


— 6  j. 


•  From  "The  Balance  of  International  Payments  of  the  United  States"  by  F.  K.  Ryan.  Bureau 
of  Foreign  and  Domestic  Commerce,  Trade  Information  Bullettn  No.  399- 
t  Includes  $25,000,000  for  unrecorded  parcel-post  packages. 
X  Includes  $40,000,000  for  smuggled  goods. 

3  Decrease  in  foreigners'  bank  deposits  in  this  country  as  reported  by  186  banks. 

Table  3  gives  the  post-war  trade  on  the  basis  of  an  index  of  quan- 
tity, in  which  all  years  are  computed  at  191 3  prices.  As  indicated 
by  this  table,  following  the  decrease  in  imports  in  192 1  from  the 
high  period  of  1920,  imports  have  increased.  In  1925  they  were 
66%  greater  in  volume  than  in  191 3  and  materially  larger  than  in 
1920.  Exports,  on  the  other  hand,  continued  to  decline  from  the 
high  point  in  1920  until  1923.  There  was  an  increase  in  1924 
over  1923,  and  in  1925  exports  were  37%  greater  than  in  1913 
and  virtually  the  same  as  in  1920.  That  is,  imports  in  the  post- 
war years  have  continued  to  expand  in  quantity  and  are  of 
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decidedly  greater  importance  in  our  trade,  both  absolutely  and 
relatively,  than  before  the  war.  The  export  surplus  consequently 
also  has  declined,  although  there  was  an  increase  in  1924  over 
1923. 

The  export  balance  continues  large  at  the  present  time  (1925) 
chiefly  for  two  reasons:  First,  loans  and  investments  continue  to  ] 
be  made  by  Americans  in  foreign  countries;  second,  payments  by  I 
foreign  governments  on  United  States  Government  loans  are  not 
yet  being  made  in  large  amounts  except  on  the  part  of  Great 
Britain.  Nevertheless,  it  must  be  only  a  question  of  time  before 
the  relation  of  exports  to  imports  again  changes.  As  a  creditor 
nation,  in  the  process  of  further  lending,  exports  continue  in 
excess  of  imports.  With  the  payment  of  interest,  dividends,  and 
principal  on  these  loans  and  investments  an  import  excess  must 
be  expected.  Continued  lending  and  reinvestment  of  interest  and 
dividends  in  foreign  enterprises  may  postpone,  but  it  cannot  pre- 
vent, an  ultimate  overturning  of  the  trade  balance,  if  payments 
of  interest,  not  to  mention  repayments  of  principal,  are  to  be 
required. 

Considerations  other  than  those  of  imprest  payments  would 
also  further  tend  to  favor  the  future  expansion  of  imports  in  excess 
of  exports.  The  re-creation  of  an  American  mercantile  marine, 
the  upbuilding  of  international  banking  and  insurance  facilities, 
the  development  of  international  trading  houses,  all  these  mean 
that  the  United  States  has  less  to  pay  and  more  to  receive  for 
such  services— services  for  which  before  the  war  we  were  almost 
entirely  dependent  upon  foreign  countries.  Furthermore,  the 
restriction  of  immigration  may  be  expected  to  lessen  the  amounts 
of  immigrant  remittances,  and  hence  reduce  the  necessity  of  mer- 
chandise exports  by  that  amount.  This  latter,  however,  may  be 
offset  by  increased  expenditures  of  American  tourists. 

Perhaps  even  more  important  than  the  above  reasons  for  be- 
lieving that  our  creditor  position  will  result  in  an  increase  in 
imports,  is  the  effect  of  international  debt  payments  on  prices  in 
debtor  and  creditor  countries,  and  the  consequent  effect  of  prices 
on  international  exchange  of  goods.  Except  under  conditions  of 
depreciating  currencies,  the  payment  of  large  sums  by  a  debtor 
nation  tends  to  result  in  a  generally  lower  price  level  in  that 
country,  as  compared  with  prices  in  the  creditor  country,  for 
wose  goods  produced  within  the  country.  This  makes  the  debtor 
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country  a  particularly  favorable  one  in  which  the  creditor  country 
may  buy.  At  the  same  time,  the  price  levels  in  the  creditor 
country  will  be  relatively  high,  thus  discouraging  exports  The 
creditor  country's  imports  are,  therefore,  stimulated  and  its  ex- 
ports depressed,  while  the  opposite  condition  develops  in  the 
debtor  country.*  If  inter-allied  debts  and  reparation  payments 
are  made,  the  United  States  as  the  chief  creditor  nation  must 
ultimately  receive  an  excess  of  imports.  ,  » 

The  conclusion  is  inevitable  that  the  import  trade  of  the  United 
States  must  become  of  increasing  importance  relative  to  our  total 
trade.  This  does  not  imply  that  the  export  trade  must  decline. 
It  does  mean  that  imports  must  increase  more  rapidly  than 
exports  and  ultimately  surpass  them  in  value  in  order  not  only 
that  exports  may  be  paid  for,  but  that  interest  and  profits  on 
American  investments  in  other  countries  may  be  made  available 
in  this  country.  Not  only  is  the  growth  of  imports  inevitable,  but 
it  is  desirable.  It  is  one  means  by  which  the  continued  expan- 
sion of  our  export  trade  is  made  possible.  Under  existing  condi- 
tions, unless  imports  increase,  exports  eventually  must  decline. 
There  is  not  enough  gold  available  in  foreign  countries  to  allow 
foreign  bankers  to  make  payments  in  that  metal;  payments  can 
be  made  only  in  small  part  through  services;  loans  made,  as  well 
as  our  exports,  must  be  paid  for  mainly  in  goods,  that  is,  in  mer- 
chandise imports.  Being  a  creditor  nation  is,  of  course  an  indi- 
cation of  national  economic  strength  and  prosperity.  It  gives  to 
a  people  a  greater  command  of  goods  and  services  and  hence 
makes  possible  a  standard  of  living  not  otherwise  attainable.  The 
chance  to  an  import  balance  in  our  foreign  trade  is  not  likely  to 
be  sudden,  but  it  will  probably  be  gradually  bought  about  as 
international  debts  are  adjusted,  as  the  debtor  countries  reestab- 
lish their  economic  life,  and  as  the  necessity  for  further  loans  by 
the  United  States  to  countries  weakened  by  the  war  and  by 
nost-war  confusion  becomes  less  imperative.  Investment  of  new 
capital  and  reinvestment  of  interest  and  dividends  due  us  may 
retard  the  full  effect  of  the  creditor  status  on  our  trade;  but  a 

fuller  discussions  of  this  topic,  see:  Angell,  "The  Payment  of 
Md  iW-Allied  Debts,"  Foreign  Affairs  October  .925;  Monitor |»d  Mcft«, 
fiermaov's  Capacity  to  Pay;  National  Industrial  Conference  Board,  I M  inter 

and  "the  ^.^^l^,^^- 
American  Economic  Review,  July,  igaSJ  Gay,  fc.        war  ^oana 

Foreign  Affairs,  April,  1926. 
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reduction  of  the  "favorable"  export  balance  may  be  looked  for 
immediately  and  an  actual  overturn  of  the  balance  in  a  few  years. 

THE  COMMODITY  CHARACTER  OF  THE  IMPORT  TRADE 


The  commodity  character  of  the  import  trade  and  the  broad 
changes  that  have  taken  place  in  its  composition  are  shown  in 
Table  6  and  in  Figure  2.  It  is  at  once  apparent  that  the  relative 
importance  of  two  of  these  great  groups  of  commodities,  "crude 
materials"  and  "manufactures,"  materially  changed  between  1850 
and  1 914.  The  foodstuffs  group  has  fluctuated  in  importance  but 
shows  less  regular  and  marked  changes  than  the  two  other  groups. 

Crude  materials  were  steadily  increasing  in  importance  up  to 
the  outbreak  of  the  Great  War,  until  in  the  five-year  period 
ending  with  1914  they  constituted  34.4%  of  our  total  imports  as 
compared  with  32.2%  in  the  first  five  years  of  the  century  and 
22.2 %  in  the  early  nineties.  The  percentage  markedly  increased 
during  the  abnormal  period  of  the  war  as  was  inevitable  when 
imports  of  manufactures  from  Europe  were  cut  off  and  produc- 
tion of  manufactures  in  the  United  States  was  stimulated.  Since 
the  war  the  raw  material  imports  have  come  to  occupy  a  slightly 

X  AbLb,  O 

Merchandise  Imports  by  Great  Groups  of  Commodities 


Yearly 
Average 


1850-54 
1855-50 
1860-64 
1865-69 
1870-74 
1875-79 
1880-84 

1885-89 
1890-94 

1895-99 
1900-04 

1905-09 
1910-14 

1915-19 

1920 

1921 

1922 

1923 

1924 

1925 


Crude  Materials 


Millions 

of 
Dollars 


16 
3i 
37 

41 
76 

72 
126 
139 
176 

195 
296 

419 
580 
1023 

1752 
838 
1161 
1386 
1236 
1721 


Percentage 
of 
Total 


6.8 
10.2 

134 
11. o 

137 
155 
18.4 
20 . 7 
22.2 


271 
32.2 

33  3 

34  4 
40.7 

334 
37  3 
36.5 

34-3 
407 


Foodstuffs* 


Millions 

of 
Dollars 


52 
89 
86 
122 
187 
192 
231 
218 
290 
233 
234 
299 
398 
667 
1816 
668 
717 
893 
947 
928 


Percentage 
of 
Total 


22.3 
29.8 

30.5 
32.8 
33  8 

413 

33-8 

32.3 
36.4 
32. S 
254 
238 

23.  s 
26.5 

81 

23.0 
23  6 
26.2 
21 .9 


Manufactures* 


Millions 

of 
Dollars 


162 
180 
154 

285 
193 
316 
306 

323 
285 

383 
S29 
096 
808 

1679 
982 
1216 
1492 
1405 
1552 


of 
Total 


4 

7 
4 

•  5 
.0 

4 


70 
59 
55 
55 
51 
41 
46 

45 
40. 
39  6 
41.8 
42.I 

413 

3a.l 

31  •  8 
39  I 
39  *  ^ 

393 
39.0 

36.7 


Ara»,viLf  CJ?d?  j0^311^  and  "foodstuffs  manufactured,"  as  given  in  Commerce  and 
tuZ*  ?a  ?/  thetUntted  States,  are  here  combined  into  one  group;  likewise  the  "^imanulac- 
tures  and  "manufactures."  See  also  Figure  2,  page  23.  semimanuiac 
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Table  7 

Chiep  Imports  in  1925  into  the  United  States* 


Rank 


Commodity 


1 

3 
4 

6 

8 

9 
10 

11 
12 

13 

14 

15 
16 

17 
18 

19 
20 

21 

23 

23 
24 
25 


Crude  Rubber  and  Latex  

Raw  Silk  

Coffee  *■ 

Cane  Sugar  

Unmanufactured  Wool  

Undressed  and  Dressed  Furs. 
Standard  Newsprint  Paper. .  . 

Raw  Hides  and  Skins  

Tin  in  Bars,  Blocks,  Pigs,  etc. 

Burlaps  

Wood  Pulp  

Crude  Petroleum  

Unmanufactured  Tobacco .  . . 

Diamonds  

Boards,  Planks,  Deals,  etc.  . . 
Unmanufactured  Cotton .... 

Nitrate  of  Soda  

Unrefined  Copper  

Art  Works  

Flaxseed  

Cocoa,  or  Cacao,  Beans  

Tea  

Vegetables  

Fish  1  

Bananas  


Value 


$429,705,000 
396,286,000 
286,212,000 
246,008,000 
141,976,000 
105,632,000 
103,717,000 
96,746,000 
95,121,000 
85,028,000 
81,834,000 
75,407,000 
71,479,000 
61,090,000 
56,812,000 
52,775,ooo 
52,53i,ooo 
48,870,000 
46,874,000 
39,683,000 
38,246,000 
3i,454,ooo 
30,582,000 
30,113,000 
29,693,000 


Percentage 
of  Total 
Imports 


10.2 

l.t 
5-8 
3-4 
2-5 
25 

2.2 
2.0 

1  2 
1.8 

1.7 
14 

1.2 
1.2 

1.2 
1.1 

•9 
•9 
7 
7 

-7 
•  7 


*  Foreign  Commerce  Department,  Chamber  of  Commerce  of  the  United  States  of  America. 

higher  relative  position  than  before  the  war.  Although  in  actual 
values  crude  materials  are  much  greater  than  ever  before,  appar- 
ently the  pre-war  tendency  of  a  slow  and  steady  increase  in  the 
percentage  importance  of  this  group  is  being  maintained  (see 
Figure  2). 

The  manufactures  group  shows  the  opposite  tendency,  that  is, 
a  generally  slow  but  constant  decline  in  percentage  importance 
during  the  last  75  years.  Between  1900-04  and  1910-14  the 
percentage  changed  but  slightly,  from  41.8%  to  4i-3%-  During 
the  war  and  the  first  post-war  years,  however,  manufactured 
imports  amounted  to  only  32%,  the  lowest  in  the  history  of  our 
trade.  Since  192 1  the  group  has  again  come  to  occupy  a  position 
somewhat  lower  than  in  1910-1914,  apparently  continuing  the 
pre-war  tendency  of  slowly  diminishing  relative  importance  (see 
Figure  2). 
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Tbud*  Information  BulUtin  No.  SST,  Bureau  of  Foreign  and  Domestic  Commerce. 

Figure  2:  Percentage  distribution  of  foreign  trade  of  the  United  States 

by  economic  classes. 

The  foodstuffs  group  of  imports,  which  increased  in  importance 
up  to  1880  and  then  declined  until  the  outbreak  of  the  war,  was 
abnormally  stimulated  by  the  war.  Since  192 1  it  has  assumed 
a  position  similar  to,  but  apparently  more  important  than,  pre- 
war. 

It  is  thus  apparent  that  the  import  trade  of  the  United  States, 
as  measured  by  these  groups  of  commodities,  has  on  the  whole 
changed  but  little  in  character  as  a  result  of  the  war.  Although 
it  has  greatly  increased  in  volume,  the  same  general  tendencies 
seem  to  prevail  in  the  composition;  namely,  an  increasing  impor- 
tance of  raw  material  imports  and  a  slightly  decreasing  importance 
of  manufactured  products.  This  change  is  in  accordance  with 
what  would  be  expected  as  population  and  industry  in  the  United 
states  grew  and  developed. 

Let  us  now  consider  the  characteristics  of  each  of  the  great 
commodity  groups.    Table  8  shows  the  chief  imports  making 
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up  the  raw  material  group,  the  items  given  representing  over 
90%  of  the  imports  of  raw  materials  in  1924.  The  most  sig- 
nificant fact  to  be  noted  is  the  importance  of  textile  raw  materials 
which  in  1924  accounted  for  42%  of  all  raw  material  imports. 
The  rapid  increase  in  the  value  of  one  raw  textile  fiber,  raw  silk, 
has  been  chiefly  responsible  for  the  increasing  importance  of  raw 
material  imports  in  recent  years.  Oil  seeds,  crude  petroleum,  and 
raw  furs  have  attained  large  importance  since  the  war.  Rubber 
continued  to  hold  a  dominant  place  in  spite  of  the  low  prices  that 
maintained  for  this  commodity  for  several  years  after  the  war. 
Hides  and  skins  fell  in  post-war  importance,  from  18%  of  the 
total  to  6%,  partly  as  a  result  of  lessened  consumption  due  to 
high  prices.  For  the  most  part  the  leading  raw  material  imports 
are  either  non-competitive  tropical  products  or  products  of  rela- 
tively small  importance  in  the  export  trade.  Cotton  imports  are 

Table  8 


Raw  Material  Imports:  Chief  Commodities 


1910-1914 

1924 

Commodity 

Value 

Percentage 

Value 

Percentage 

{Millions 

of 

{Millions 

of 

of  Dollars) 

Group 

of  Dollars) 

Group 

Total  of  Group  

580 

100 

1236 

100 

Textile  fibers  (total)  

177 

3° -5 

518 

41.9 

Silk*— raw  

77 

W  ools  

39 

93 

21 

42 

4.0 

is 

Rubber  ^  

86 

17  9 

174 

14  1 

Hides  and  skins  

105 

18. 1 

75 

6.1 

Furs  (raw)  

15 

2.6 

80 

Oil  seeds  

15 

50 

40 

Flaxseed  

12 

30 

Copra  

ll 

Others  

I 

tm 

Tobacco,  manufactured  

32 

5  •  5 

75 

6. 1 

Petroleum,  crude  

74 

6.0 

Ores.  •••••«••••  

30 

4* 

Copper.  

II 

18 

m 

7 

* 

11 

Lead  •  

3 

13 

Other  •  

9 

10 

Pulp  wood  

6 

1.0 

13 

1 .0 

Po  nor  etrw*lr 

6 

1.0 

18 

1 .5 

Coal  

•  7 

3 

Cabinet  woods  

% 

1.0 

5 
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not  an  exception,  since  the  bulk  of  the  cotton  imported  is  long 
staple,  chiefly  Egyptian,  cotton.  Tobacco  imports  are  special 
quality  tobaccos  from  Cuba  and  the  East  Indies. 

Food  material  imports  are  summarized  in  Table  9,  which 
shows  for  1924  over  95%  of  the  imports  of  this  group.  Tropical 
products  make  up  a  very  large  proportion  of  imported  foods. 
Sugar  accounted  for  38.5%  in  1923,  even  more  important  than 
in  pre-war  years.  Sugar,  coffee,  cocoa,  and  tea  constituted  70% 
of  all  food  imports  in  1924,  as  compared  to  60%  in  1910.  In  spite 
of  the  growing  importance  of  tropical  food  products,  there  has 
been  a  tendency  for  the  increased  import  of  competitive  temperate 
zone  farm  products  in  recent  years,  such  as  dairy  products  of  all 
kinds,  egg  products,  grain  and  flour,  fresh  fruits,  and  meats.  The 
tariff  act  of  1922  was  aimed  particularly  at  this  tendency. 

Imports  of  food  products  exceeded  exports  by  over  $19,000,000 
in  1924.  This  reversed  the  usual  large  excess  of  food  exports 
which  averaged  over  $23,000,000  from  1910  to  1914,  and  $180,- 
000,000  from  1905  to  1909.  This  situation  is  the  result  of  the 
declining  export  trade  in  foodstuffs  rather  than  a  disproportionate 
increase  in  food  imports.  Foodstuff  importations  have  kept  pace 
with  the  increase  in  total  imports,  while  food  exports  have  in- 
creased less  rapidly  than  all  exports,  or  have  actually  declined. 
The  United  States  is  consuming  a  constantly  larger  proportion 
of  its  own  food  production. 

Among  the  imports  of  manufactured  products,4  textiles  are  of 
outstanding  prominence.  As  shown  in  Table  10,  they  comprised 
nearly  one-quarter  of  all  manufactured  imports  in  1924.  And 
textile  imports  have  been  increasing  more  rapidly  than  the  manu- 
factures group  as  a  whole.  The  increase  has  been  greatest  in 
jute  and  hard  fiber  textiles,  and,  since  the  war,  in  artificial  silk. 
Textiles  as  here  summarized  include  yarns,  piece  and  knit  goods, 

^Manufactured  products  not  only  make  the  largest  import  group  in  value,  but 
also  the  group  that  contains  the  largest  number  of  separately  listed  commodities 
m  the  statistics  of  foreign  trade  compiled  by  the  Bureau  of  Foreign  and  Domestic 
Commerce  in  Washington.  The  Manufactures  Group,  as  made  by  the  Bureau, 
contains  a  wide  variety  of  commodities  some  of  which,  as  coconut  oil,  could 
eS»  y  WeU  ^ave  been  souped  with  foods,  or  raw  materials,  and  others,  like 
shellac,  and  nitrate  of  soda,  with  raw  materials.  Recent  changes  in  the  classifica- 
tion of  commodities  used  in  compiling  foreign-trade  statistics  have  made  it  particu- 
larly difficult  to  compare  this  group  with  pre-war  years.  Table  10,  therefore,  gives 
a  summary  of  this  group  only  for  a  recent  year  (1924).  This  may,  however,  be 
regarded  as  essentially  the  picture  of  the  nature  of  manufactured  imports  since 
the  war.  The  items  listed  are  those  whose  value  exceeded  $10,000,000  in  1924 
and  constitute  about  84%  of  the  total  of  the  group. 
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Table  9 


Foodstuff  Imports:  Chief  Commodities 


Commodity 

1910-1914 

1924 

Value 

Percentage 

Value 

Percentage 

Total  of  Group  

100 

946 

100 

Sugar  

105 

26.4 

364 

38.5 

101 

25-4 

249 

26.3 

16 

4.0 

29 

MM 

17 

4-3 

27 

2.8 

TTT  mm  m  ■  1  4-  «                     A  11 

Jr  ruits—- nil  

26 

65 

43 

45 

Bananas  and  other  trop- 

ical fruits  » * 

20 

27 

Other  fresh  fruits  

3 

2 

Dried  fruits  

3 

Butter  and  cheese  

9 

2.3 

24 

2-5 

Fish  

30 

3  2 

9 

2.3 

2.6 

Nuts  

13 

ft  ^ 

29 

3  1 

Spices  

7 

I  .  u 

16 

17 

6 

-  H 

*    *  %) 

13 

1.4 

3 

7 

13 

1.4 

and  fabrics  of  all  kinds,  including  clothing.  It  should  be  recalled 
that  textile  fibers  are  by  far  the  most  important  raw-material  im- 
port; and  it  is  significant,  also,  that  the  largest  single  export  from 
the  United  States  is  a  textile  fiber,  raw  cotton,  and  that  textile 
manufactures  are  among  our  leading  exports. 

Wood  and  wood  products,  including  paper,  comprise  the  sec- 
ond most  important  manufactured  commodity  imported.  This 
importation  has  very  rapidly  expanded  in  recent  years  as  the 
forest  resources  of  the  country  have  declined.  Newsprint  paper 
is  now  the  largest  single  manufactured  import.  Along  with  the 
import  of  paper  the  import  of  wood  pulp  has  rapidly  developed. 

Third  in  importance  are  imports  of  metals— refined  and  un- 
refined copper;  brass;  tin  in  bars,  blocks  and  pigs;  pig  iron  and 
semifinished  iron  and  steel;  steel  rails  and  structural  steel;  ferro- 
manganese  and  other  ferro-alloys;  aluminum;  zinc;  antimony; 
and  so  forth.  These  are,  for  the  most  part,  materials  for  further 
manufacture.  It  is  significant  that  imports  of  these  metals  ready 
for  consumption  are  relatively  small.  While  the  United  States 
is  a  large  producer  of  most  of  these  metals,  our  large  manu- 
facturing industry  requires  much  in  addition.    Since  ores  are 
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1  ABLE  10 

Imports  of  Manufactures:  Chief  Commodities 

(Millions  of  Dollars) 


Value 

Percentage 

Total 

1404 

100 

Textiles 

316 

22.5 

Jute 

67 

Cotton 

9i 

Wool 

59 

Silk 

38 

Artificial  silk 

6 

Flax,   hemp,  and 

ramie 

55 

Metals 

177 

12.6 

Copper 

78 

Brass 

1 

Tin 

69 

Iron  and  stee 

9 

Ferro-alloys 

6 

Aluminum 

7 

Others 
Paper 

7 

118 

84 

Chemicals 

102 

7-3 

Nitrate  soda 

47 

Creosote  oil 

13 

Other 

42 

Lumber  and  timber 

78 

5-6 

Wood  pulp 

76 

5-4 

Precious  stones,  cut 

61 

4-3 

Total 


Vegetable  oils 
Wood  oil 
Coconut 
Palm 

Olive  (inedible) 

Linseed 

Soya  bean 

Other 
Art  works 
Petroleum  products 
Articles  returned 
Iron  and  steel,  and 

manufactures  of 
Glass 
Pottery 
Leather 
Shellac 

Clocks  and  watches 
Machinery 

Textile 

Agricultural 

Other 
Beads  and  bead 
ments 


1924 


Value 


1404 


11 
17 
7 
3 
I 
I 
4 
32 

27 

20 
19 
17 
17 
13 
13 
11 
5 
S 
4 

II 


100 


31 


2  3 

1-9 
19 

14 

13 
1.2 
T.  .  2 

9 

•  9 

•  9 


bulky  to  import,  much  of  metal  imports  are  in  the  form  of 
smelted,  refined,  and  semifinished  products  rather  than  as  crude 
ores. 

Chemicals  constitute  another  large  item  in  the  manufactures 
group.  Chilian  nitrate  of  soda,  a  basis  for  other  industries,  ac- 
counts for  two-fifths  of  the  classification.  Chemical  imports  are 
of  much  less  relative  importance  than  before  the  war,  reflecting 
the  development  of  the  American  chemical  industry.  Vegetable 
oils  and  petroleum  products  are  imports  that  have  largely  in- 
creased since  the  war.  While  the  extent  and  variety  of  imports 
are  very  large,  apparently  the  tendency  is  toward  a  greater  pro- 
portion of  those  manufactures  which  are  actually  raw  materials 
for  further  fabrication  or  for  use  in  industry,  rather  than  manu- 
factures for  immediate  consumption. 

THE  GEOGRAPHICAL  DISTRIBUTION  OF  THE  IMPORT  TRADE 

Except  for  the  period  of  the  Great  War,  the  chief  source  of 
United  States  imports  has  been  Europe.  Before  the  war  ap- 
proximately  50%  of  all  imports  was  from  that  continent,  although 
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Figure  3:  Percentage  distribution  of  foreign  trade,  by  continents. 

the  percentage  had  been  slightly  declining  during  the  20  years 
preceding  1915  (see  Figure  3).  Imports  from  Asia  and  Oceania, 
which  had  accounted  for  about  16%  of  the  total  pre-war  import 
trade,  had  been  slightly  increasing  before  1914.  The  trade  with 
the  other  Grand  Divisions  had  remained  for  many  years  essen- 
tially the  same  in  percentage  distribution,  although  the  absolute 
increase  had  been  large.  During  the  war,  Europe  fell  to  second 
and  even  to  third  place  as  a  source  of  supply  of  imports,  but  be- 
ginning with  192 1  that  continent  has  again  regained  first  place. 
However,  during  the  post-war  period  Europe  has  accounted  for 
only  slightly  over  30%  of  the  trade  as  compared  with  50%  be- 
fore the  war.  Imports  from  the  Far  East,  on  the  other  hand, 
have  increased  to  an  average  of  28.9%  since  1920,  as  compared 
with  16%  pre-war.  Imports  from  North  America,  that  is,  from 
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Canada,  Mexico,  Central  America,  and  the  West  Indies,  have 
materially  risen,  both  absolutely  and  relatively.  South  America 
has  remained  at  the  same  percentage  level  as  before  the  war. 

A  better  picture  of  the  sources  of  imports  is  given  in  Table  1 1 
which  shows  the  import  trade  by  commercial  regions5  rather 
than  by  the  Continental  Grand  Divisions  and  in  Table  12,  on 
page  31,  which  gives  the  twenty  leading  countries  in  the  import 
trade.  In  the  pre-war  period  (1910-1914)  Northwestern  and 
Central  Europe  accounted  for  43%  of  United  States  imports 
and  three  countries  in  that  region— the  United  Kingdom,  Ger- 
many, and  France — alone  made  up  35%.  In  1925,  which  is 
typical  of  the  post-war  period,  this  region  supplied  only  24%  of 
imports,  and  the  three  countries  mentioned,  only  18.2%.  The 
reasons  for  the  post-war  decline  are  several.  The  first  and  most 
obvious  reason  is  the  failure  of  Europe  to  recover  from  the  effects 
of  the  war  and  the  economic  instability  of  the  post-war  years. 
Germany's  failure  to  supply  the  United  States  with  imports  is 
particularly  conspicuous.  Germany  is  the  only  country  of  im- 
portance that  has  furnished  us  less  imports,  even  when  measured 
in  dollar  values,  than  before  the  war.  Another  reason  for  the 
decline  in  imports  from  Europe  is  found  in  the  increasing  growth 
of  raw-material  imports  into  the  United  States  and  the  falling 
importance  of  manufactured  imports,  as  noted  in  the  preceding 
section.  Even  if  other  conditions  had  remained  the  same,  this 
factor  would  have  meant  a  percentage  decline  in  imports  from 
Europe.  During  1910-1914  Europe  supplied  79.5%  of  finished 
manufactures  and  64%  of  the  semimanufactures  imported;  in 
IQ23,  60.5%  of  finished  goods  and  41%  of  semimanufactures. 6 

Still  another  reason  for  Europe's  relative  decline  in  the  im- 
port trade  is  the  development  of  direct  imports  into  the  United 
States  during  and  since  the  war.  Many  products  formerly  im- 
ported into  this  country  through  the  entrepot  centers  of  Europe, 
particularly  London,  Amsterdam,  and  Hamburg,  now  come  di- 
rectly.   Commodities  like  jubber,  tin,  and  wool,  which 


Ti  *  P°mt  °S  view  of  trade  the  &rand  ^visions  or  continents  are  purely 
wnHH  *  u10^  .,1?^  divisions  given  in  Table  n  are  regions  into  which  the 
rf«n  1.  y  ■  dlvlded  from  the  Point  of  view  of  trade  relationships.  The  divi- 
p£fni«  giVon  are .modifications  of  those  first  made  in  1918  by  the  Bureau  of 
the  Tl™  ,Stf;tlst!cs  of  the  United  States  Shipping  Board,  and  those  used  by 
me  uureau  of  Foreign  and  Domestic  Commerce  in  the  Commerce  Year-Book. 
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brought  in  large  quantities  to  London  for  resale  and  were  re- 
corded in  our  statistics  as  imports  from  England,  now  appear 
in  larger  part  as  from  the  countries  of  original  production.  Vege- 
table oils,  tea,  coffee,  spices,  tin,  and  many  other  products  are 
similarly  affected.  Hence,  some  of  the  increase  m  imports  from 
non-European  countries  is  more  apparent  than  real.    For  ex- 
ample, in  1914,  out  of  a  total  import  of  crude  rubber  amounting 
to  132  million  pounds,  71  million  pounds  came  from  Europe;  m 
1924,  out  of  759  million  pounds,  81  million  pounds  came  from 
Europe.   In  the  case  of  tin,  58  million  pounds  out  of  100  mil- 
lion pounds  imported  came  from  Europe  in  1914,  while  m  1923 
only  26  million  pounds  out  of  154  million  pounds  were  from 
Europe.  However,  many  commodities  continue  to  come  through 
the  entrepot  ports.    For  example,  Sumatra  tobacco  now  comes 
to  the  United  States  through  Holland  as  before  the  war,  al- 
though during  the  war  a  large  direct  importation  occurred.  In 
fact,  in  many  cases  where  the  pre-war  entrepot  trade  was  dis- 
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turbed  by  the  war,  the  trade  has  again  shown  a  tendency  to 
seek  the  old  channels.  Entrepot  trade  has  gradually  increased 
since  1920,  although  it  is  still  below  pre-war  levels  in  relative 
magnitude.  The  advantages  of  world  distributing  and  market- 
ing centers  are  so  strong  in  the  case  of  many  commodities,  par- 
ticularly those  commodities  that  are  not  readily  sold  by  grades 
or  standards,  and  those  produced  in  scattered  localities  and 
which  require  assembling,  sorting,  and  grading  in  a  central  locality, 
that  the  indirect  trade  of  this  nature  is  likely  to  remain  im- 
portant. Tobacco,  wool,  and  spices  are  illustrative  of  such 
commodities. 

Imports  from  the  countries  surrounding  the  Mediterranean 
Sea  account  for  only  a  small  percentage  of  imports,  7.4%  during 
1910-14  and  5.9%  in  1924,  and  most  of  this  trade  was  from 
Spain  and  Italy.  Many  Mediterranean  imports,  such  as  dried 
and  citrus  fruits,  are  directly  competitive  with  American  prod- 

Table  12 

Sources  of  Imports  into  the  United  States  1925* 

ss______===_  (Leading  Countries) 

~  .  Value  of 
 Country  and  Bank  Imports 

1.  Canada  (10.8%)    ,fi,  noo 

I'     Ylt%\ (98%)  : : : : : : : :  ^0,'^ 

4.  Stffi  (S9ertTeLnts'  (74%)  \\\\" !  I ! ! !  i  ^  I    1 1 3 13 '04 1  '000 

5.  Cuba  (6.2%)    26x67^ 

 ::::::::::::::  2$S£ 

9.  Germany  (3^9%)    i4£2£ 

10.  France  (3.7%)    ikVm  qoq 

IS.  Nether ands  (,.,%)    9*59'ooo 

Vhlle  <2I?°>    88078000 

!*•  JieI&mm.  (10%)    68,982,000 

19-  Colombia  (i.s%)    eTwdoco 

><>  Australia    SmES 

«•  Ceylon  (,.!%)                                              ...  48159,000 

»■  Egypt  (, 0%)   •"" JSSSo 

»3-  Sweden  (1.0%)                                                         '  TivUX™ 

^.Switzerland a0%r:::::::::::::::::::;;;::;;;;;;;;;;;;;;  ffffg 

i       Total  Imports  $4,227,995,000 

Our  World  Trade,  United  States  Chamber  of  Commerce.  1925.  p.  30. 
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ucts  and  have  been  adversely  affected  by  high  tariffs  in  the 
United  States.  Prohibition  has  also  affected  materially  imports 
from  the  Western  Mediterranean. 

Far-Eastern  imports  have  increased  more  rapidly  than  im- 
ports from  any  other  trade  region,  particularly  from  Japan, 
India,  and  the  East  Indies.  Many  commodities  enter  into  this 
increase,  but  raw  silk  imports  from  Japan,  rubber  and  tea  from 
the  East  Indies,  jute  and  jute  products  from  India,  account  for 
much  of  the  gain.  In  1923  the  Far  East  supplied  50-6%  of 
the  total  imports  of  raw  materials,  as  compared  with  25.9%  in 
1910-1914.7  Two-thirds  of  the  imports  from  the  Far  East  are 
crude  raw  materials. 

Imports  from  Canada  have  been  very  rapidly  increasing  in 
response  to  the  growing  demand  in  the  United  States  for  raw 
materials  and  foodstuffs  and  because  of  the  nearness  of  Canada 
to  our  consuming  markets.  Our  northern  neighbor  supplied  over 
11%  of  our  imports  in  1924  as  compared  to  less  than  7%  in 
1910-1914. 

Latin  America,  including  all  of  the  Americas  south  of  the 
Rio  Grande  and  the  Gulf  of  Mexico,  was  the  source  of  nearly 
2$%  of  all  imports  in  1925.  But  it  should  be  noted  that  a  very 
large  part  of  this  trade  was  from  the  near-by  countries  bor- 
dering the  Gulf  and  the  Caribbean.  Mexico  and  Cuba  alone 
supplied  the  United  States  half  of  the  Latin  American  imports, 
or  15%  of  all  imports.  Here,  as  in  Canada,  are  to  be  noted  the 
effects  on  our  import  trade  of  geographical  proximity  combined 
with  the  increasing  demand  in  this  country  for  foods  and  raw 
materials  as  industry  expands  and  some  of  our  own  resources 
approach  exhaustion.  Sugar,  tropical  fruits,  tobacco,  and  pe- 
troleum products  account  for  much  of  the  imports  from  Middle 
America.  Foods — principally  coffee  and  cocoa — and  raw  mate- 
rials—hides and  skins,  flaxseed,  wool,  quebracho— account  for 
the  bulk  of  the  East  Coast  South  American  trade;  and  minerals 
— nitrate  of  soda,  iron  ore,  copper,  tin— are  the  dominant  im- 
ports from  the  West  Coast.  Fifty  per  cent  of  all  crude  food- 
stuffs imported  into  this  country  come  from  the  continent  of 
South  America.  The  value  of  United  States  imports  from  Latin 
America  is  much  in  excess  of  the  exports  to  Latin  America.  This 
region,  therefore,  is  more  important  to  the  United  States  as  a 

7  Trade  Information  Bulletin  No.  332,  p.  26. 
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source  of  supplies  than  as  a  market.  This  situation,  however, 
may  well  be  a  potent  factor  in  maintaining  and  upbuilding  the 
export  trade. 

Tropical  products  form  a  very  considerable,  and  apparently 
a  growing,  proportion  of  American  imports.  Just  what  per- 
centage of  imports  are  tropical  cannot  be  determined,  since  many 
products  are  not  imported  directly,  but  come  through  the  large 
entrepot  centers,  such  as  Hongkong,  London,  Amsterdam,  and 
Antwerp.  Other  products,  for  example  tea  and  tobacco,  are 
produced  both  in  the  tropics  and  elsewhere  and  it  is  impossible 
in  all  cases  to  segregate  the  one  from  the  other  in  the  import 
statistics.  Minerals  also  come  under  this  head.  We  may,  how- 
ever, determine  from  the  import  statistics  with  considerable  ac- 
curacy direct  importations  from  tropic  regions.  In  1913-1914, 
of  our  total  imports,  over  28%  were  from  tropic  lands,  and  in 
1923  over  34%.  This  must  not  be  taken,  however,  as  certain 
evidence;  of  an  increase  in  tropic  imports.  The  increase  in  di- 
rect importations  which  has  taken  place  since  19 14  has  especially 
affected  products  from  the  tropics,  which  were  accustomed  to  be 
reshipped  in  the  European  entrepots.  Furthermore,  the  tem- 
porary post-war  decline  in  the  percentage  of  imports  from  Europe 
raises  the  percentage  of  imports  from  other  regions  without  in- 
dicating a  permanent  increase  in  the  importance  of  those  re- 
gions. A  considerable  proportion  of  the  recent  increase  in  tropic 
imports  can  be  attributed  to  the  increase  in  both  the  tonnage 
and  the  price  of  sugar.  It  is  to  be  expected,  however,  that  with 
the  increasing  importance  of  raw  material  and  food  imports, 
imports  from  the  tropics  may  increase  relatively  rapidly,  since 
most  tropic  products  are  not  directly  competitive  with  our 
own  crops,  and  the  tropics  contain  large  areas  open  to  exploita- 
tion for  raw-material  production.  On  the  other  hand,  the  prob- 
lems connected  with  the  development  of  the  tropics  to  the  point 
where  the  rate  of  growth  of  tropic  production  will  outstrip  the 
rate  of  growth  of  production  in  temperate  zones  are  very  serious 
and  extremely  difficult  to  solve.  Furthermore,  the  low  standards 
°f  living,  the  lack  of  energy  and  initiative,  and  the  generally 
unprogressive  character  of  the  people,  make  the  tropics  a  region 
of  limited  demand  for  world  products.  One  of  the  strongest 
incentives  to  developing  export  surpluses,  namely,  the  desire  to 
buy  goods  in  return,  is  thus  absent  from  the  hot  lands.  Nor  is 
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there  much  promise  that  an  energetic  population  of  high  living 
standards  will  soon  develop  in  the  tropic  countries. 

IMPORTS  INTO  THE  UNITED  STATES  BY  PORTS 
AND  CUSTOMS  DISTRICTS 

Into  what  sections  of  the  United  States  are  imports  received? 
To  a  much  greater  extent  than  in  the  case  of  exports,  a  few 
ports  receive  and  distribute  most  of  the  imported  merchandise. 
The  New  York  Customs  District,  which  is  essentially  the  port 
of  New  York,  has  long  dominated  the  import  trade.  While  this 
dominance  has  slightly  decreased  in  recent  years  with  the  ex- 
pansion  of  trade,  the  New  York  district,  nevertheless,  continues 
to  receive  nearly  50%  of  all  imports.    (See  Table  13,  on  page 
36  )   It  is  one  of  the  characteristics  of  the  import  trade  in  all 
parts  of  the  world  that  it  tends  to  be  concentrated  into  a  rela- 
tively  few  centers,  whereas  exports  seek  a  greater  diversity  of 
ports  for  shipment.   Exporting  is  more  likely  to  take  place  in 
those  ports  nearest  the  places  of  production.    Imports,  on  the 
other  hand,  are  more  influenced  by  the  drawing  power  of  mar- 
keting centers.    New  York,  being  the  great  marketing  center 
of  the  United  States,  naturally,  therefore,  attracts  imports.  In 
addition,  New  York  is  near  the  center  of  the  great  industrial  re- 
gion of  Northeastern  United  States,  where  the  consumption  of 
imported  goods  is  heaviest.  Hence,  not  only  do  imports  of  fin- 
ished manufactured  products  and  foodstuffs  reach  New  York, 
but  also  raw  materials  and  manufactured  products  for  further 
use  in  manufacturing  make  largest  use  of  this  port  of  entry. 
The  importance  of  New  York  as  an  import  center  is  even  great- 

""•The  advantages  of  the  Port  of  New  York  are  thus  Stated  by  R.  L.  McKellor, 
foreign  SdSrSffic  manager  of  the  Southern  Railway  system,  as  quoted  m 
Export  Trade  and  Finance,  March  i,  1924,  P.  ,lMAMBt  nnci 

1.  The  influence  that  cargo  in  volume  has  upon  the  ^bl^mrat  and 
maintenance  of  adequate  steamship  service,  it  being  axiomatic  that  volume 

Frequency  and  regularity  of  sailings;  superior  and  faster  service- 
freight  and  passenger  and  joint  passenger  and  cargo.  M„r:„„ 

*   The  wide  range  of  foreign  ports  served  by  regular  steamship  service. 

I  Superior  banking  facilities  for  financing  exports  and  imports 

I   ThV  shorter  ocean  distance  to  Europe  than  from  southern  ports. 

6  The  saving  in  interest  charges  by  using  the  shorter  and  faster  voyages 
from  New  York  as  compared  with  the  longer  and  slower  voyages  from 

souAer^port^^  ^  headquarters  for  all  the  leading  steamship  lines,  includ- 
ing those  serving  outports.  {Footnote  continued  on  pa&  33/ 
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er  than  the  statistics  indicate,  since  a  considerable  part  of  the  im- 
ports attributed  to  the  interior  districts  and  to  the  northern 
border  districts  actually  come  via  New  York,  and  a  large  pro- 
portion of  the  entries  at  northern  border  cities  are  destined  for 
New  York.  The  official  government  statistics  for  imports  are 
for  customs  entries;  that  is,  they  are  credited  to  that  customs 
district  in  which  the  goods  pass  through  the  hands  of  the  cus- 
toms officials,  not  to  the  port  or  district  through  which  the  goods 
actually  physically  enter  the  country.  Merchandise  technically 
"entered"  in  interior  cities,  or  overseas  imports  entered  in  cities 
not  seaports,  are  necessarily  transhipped  from  some  border  city 
to  the  port  of  customs  entry.  A  very  large  share  of  such  tran- 
shipment is  from  New  York.  Furthermore,  a  considerable  part 
of  the  goods  entered  through  northern  border  cities,  particu- 
larly the  St.  Lawrence  district,  are  goods  on  their  way  to  New 
York.  Much  of  the  large  value  of  imports  via  the  northern 
border  cities  is  raw  silk  shipped  overland  from  Pacific  ports  on 
Canadian  railways  and  crossing  the  boundary  at  Ogdensburg 
and  other  cities  on  its  way  to  the  silk  marketing  and  warehous- 
ing center  in  New  York.  Raw  silk  is  the  largest  single  import 
in  value  that  comes  to  the  United  States,  constituting  from  g% 
to  11%  of  all  imports  by  value.  Being  of  very  high-  value  in 
comparison  to  its  bulk,  it  is  transhipped  at  Pacific  ports,  both 
American  and  Canadian,  for  express  rail  transportation  across 
the  continent  to  New  York.  Hence,  most  of  the  silk  technically 

(.Footnote  continued  from  page  34) 

8.  The  location  of  export  and  import  commission  houses. 
9-  The  location  of  commercial  representatives  of  foreign  countries  engaged 
in  export  and  import  trade. 

•ail1?;/116  lofatio?  °f  «xP°rt  and  ^Port  offices  of  shippers,  carriers  (both 
rauj md  ocean)  and  foreign  buyers,  thus  affording  a  meeting  place  for  all  of 
tnese  foreign-trade  interests. 

tetrictsThe  V°1Ume  °f  6XPOrtS  Produced  locallv  in  the  New  York  metropolitan 

■A^uP*  v?lumetof  exPorts  moving  locally  into  New  York  for  storage, 
renandhng  and  sale  by  export  commission  houses. 

nn  Ko*  •  Tbre  vol"mf  of  mixed-car  movement  of  less-than-carload  commodities 
on  Dasis  01  carload  rates. 

tan  district  V°lume  of  imPorts  consumed  locally  in  the  New  York  metropoli- 

15.  Advantageous  marine  insurance  rates  and  facilities. 
10.  The  availability  of  ocean  rates  on  distress  room. 

thei  CL«  tX7^^ODltoms  raport  f,eight  fOT 

dent  ifcJr  USi-°i  long  established  trade  routes  and  port  arrangements  inci- 
™I«S^2toUu^al,  ^  a  Wh0le>  mak6S      r°UtC  thr0Ugh  NeW  York 


36  IMPORT  PURCHASING 

Table  11 


Imports  by  Principal  Customs  Districts* 


======= 

Customs  Districts  and 
Groups  of  Districts 

I9*4t 

I924t 

Millions  i 
)l  Dollars 

Percentage 

iv  1111  iu  us  r 
nf  Dollars  1 

Percentage 

Total  Imports .  

1,894 

100 

3»6io 

100 

Atlantic  Coast  

1,375 

72.7 

2,358 

65.3 

New  York  District  

1,040 

54  9 

1,695 

47.0 

Massachusetts  • « 

160 

2  CI 

7 . 0 

Maine  and  New  Hampshire 

z7 

.7 

Philadelphia  

96 

203 

s  6 
2  8 

Maryland  

34 

f  AA 

IUU 

Other  Atlantic  

79 

2.2 

Gulf  Coast  

120 

7.8 

Npw  Orleans  

89 

2UO 

Galveston  

12 

41 

1 . 1 

35 

1.0 

Mexican  Border  

33 

1.7 

20 

.6 

205 

10.8 

J.J.2 
«  « 

12.2 

St.  Lawrence  

130 

3-6 

Michigan  

26 

82 

38  *  ^ 

Buffalo  *  

30 

72 

2.0 

Chicago  *  •  *  

39 

46 

1.3 

Vermont  

41 

1.1 

Other  Northern  

71 

19 

138 

7.2 

477 

13  •» 

55 

270 

75 

San  Francisco  

67 

146 

4.0 

Los  Angeles  

41 

1.1 

Other  Pacific  

20 

.6 

Interior  

23 

1 .2 

31 

•  9 

St.  Louis  

5 

11 

Pittsburgh.  ^  

4 

9 

1  * 

11 

-4.    ...    --  -   -      »Mf!l«A  H 

n.  tint  rnrrpcnnnf 

•  The  administration  districts  established  by  the  fa  S55^ 

with  the  ports,  although  in  nearly  every  case  one  large J>ort  domi nates  p1^  hd^^  inN|^  jeney, 

and  the  foreign         "'.AJ'fW  ^^SnS?  ''Bedford.  Fall  River,  Gloucester,  and  all  other 

WdS*    IE  S?TawrenVe  3lWtarf?dS.Jl  Northern  New  York 

5?'f"y.S  Tti  iin.  O^nsburfc  St.  Louis  includes  St.  Louis,  East  St.  Louis,  Kansas  City. 
ind'st'W  Slhlf  of  port  of 'entry  fo, 'each 

NniialuTol  Ike  Vmled  Statu,  published  by  the  Department  of  Commerce, 
t  Fiscal  year. 
t  Calendar  yew. 
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entered  at  Seattle  and  San  Francisco,  as  well  as  at  Canadian 
border  districts,  is  little  more  than  transhipment  trade  destined 
for  the  actual  silk-importing  center  of  the  country  in  New  York 
City  and  its  vicinity,  where  nearly  all  raw  silk  is  marketed  and 
manufactured.  Raw  silk  represented  53.9%  of  all  imports  into 
the  Washington  district  (Seattle)  in  1914,  37.1%  of  the  im- 
ports into  San  Francisco,  and  54-5%  of  the  imports  across  the 
St.  Lawrence  border.  Silk  imports  into  the  United  States  by 
customs  districts  in  1924  were  as  follows: 

1924 

Total  silk  imports  •  $327,582,000 

asmngton  District    206,930,000 

San  Francisco  District.  .....................    39»r 5Q»ooo 

at.  .Lawrence  District   60,744,000 

Vermont  District   766,000 

Dakota  District   6,380,000 

New  York  District  ....................    11  ^08 1 ,000 


Approximately  two-thirds  of  all  imports  are  entered  through 
Atlantic  Coast  ports.  Including  Gulf  ports,  northern  border 
ports,  and  interior  districts,  it  is  probable  that  between  85% 
and  90%  of  all  imports  enter  directly  the  eastern  half  of  the 
United  States.  In  addition,  a  very  considerable  proportion  of 
Pacfic  Coast  imports,  as  we  have  seen,  are  for  immediate  ship- 
ment to  the  eastern  seaboard.  Seattle,  which  was  second  to 
New  York  in  the  value  of  imports  in  1924,  owes  the  rapid  in- 
crease primarily  to  raw  silk,  a  commodity  of  very  high  value 
but  of  relatively  small  bulk.  Large  population,  extensive  in- 
dustrial development,  organized  marketing  centers,  and  accessi- 
bility to  the  chief  sources  of  our  import  trade  in  Europe,  Middle 
America,  and  Canada  account  for  the  continued  dominance  of 
Atlantic  and  Gulf  cities  as  import  ports.  With  the  improve- 
ment of  port  and  marketing  facilities  in  the  South  Atlantic  and 
Gulf  states,  and  with  the  increase  of  population  and  industry 
in  the  South  and  Far  West,  it  is  to  be  expected  that  New  York's 
percentage  of  imports  will  decline.   That  it  will  long  continue, 

however,  to  dominate  the  import  trade  of  the  country  seems 
likely. 

RE-EXPORT  AND  TRANSHIPMENT  TRADE 

Distribution  of  imported  goods  in  countries  outside  of  the 
United  States  gives  rise  to  the  re-export  trade  and  transhipment 
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trade.  The  re-export  trade  of  the  United  States  is  insignificant, 
although  it  increased*  during  the  war  and  is  more  important  today 
than  in  pre-war  times  (see  Table  14).  The  development  of  a 
re-export  trade  of  any  magnitude  presupposes  the  building  up  of 
international  market  centers.  Such  markets  must  not  only  pos- 
sess geographical  advantages  for  the  collection  and  distribution 
of  goods,  but  they  must  also  develop  the  necessary  organization 
for  international  trading,  including  organized  markets,  interna- 
tional merchant  houses,  financial  and  transportation  facilities, 
and  the  other  advantages  that  will  attract  buyers  and  sellers  from 
other  countries.  Re-export  trade,  or  entrepot  trade,  is  to  be  dis- 
tinguished from  transhipment  trade. 

Transhipment  trade  consists  of  those  goods  which  enter  United 
States  ports  for  forwarding  to  another  country.  The  goods  have 
been  bought  previously  and  shipped  directly  to  the  foreign  con- 
signee, and  in  the  process  of  shipment  either  enter  an  American 
port  for  transfer  from  one  vessel  to  another,  or  for  transfer  to 
bonded  railway  cars  for  immediate  shipment  across  the  country 
to  foreign  destination,  usually  in  Canada  or  Mexico.  Such  goods 
are  not  "entered"  through  the  custom-house.  They  cannot  be 
changed  in  any  way  by  repacking,  grading,  or  sorting.  They 
are  not  included  among  the  actual  exports  and  imports  of  the 
United  States.  Transhipment  goods  are  one  measure  of  the 
amount  of  goods  handled  in  American  ports  in  international  busi- 
ness and  thus  are  one  indication  of  the  fact  that  the  transporta- 
tion and  port  facilities  of  the  country  are  being  used  in  the  for- 


Table  14 

Re-exports,  In-Transit,  and  Transhipment  Trade  of  the 

United  States 


Year 

Exports 
of  Foreign 
Merchandise 

In-Transit 
and  Tranship- 
ment Trade 

Total 

1914 

$  34.895.000 

$198,303,000 

$233,198,000 

1919 

170,610,000 

259,149,000 

429,759,000 

1920 

H7.535.ooo 

266,207,000 

413,742,000 

192 1 

106,103,000 

238,605,000 

344,708,000 

1922 

66,687,000 

276,325,000 

343,012,000 

1923 

76,778,000 

360,354,000 

437,149,000 

1924 

93.335.ooo 

307,197,000 

400,532,000 

1925 

91,125,000 
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eign  trade  of  another  country.  Merchants,  commission  houses, 
and  brokers  all  may  profit  by  this  kind  of  trade. 

The  fact  that  transhipment  facilities  are  available  to  a  mer- 
chant is  an  aid  in  his  solicitation  of  business  in  other  countries. 
In  the  United  States  most  of  the  imports  for  transhipment  are 
from  Canada  and  Mexico  for  reshipment,  or  from  other  coun- 
tries for  Canada  and  Mexico.  There  is  considerable  tranship- 
ment also  in  the  trade  of  Cuba,  the  West  Indies,  and  Caribbean 
countries  and  some  transhipments  in  Far-Eastern  business  both 
by  steamship  and  by  rail  across  the  continent.  For  example, 
high-valued  products,  like  silk  and  tea  from  the  Far  East,  may 
be  entered  at  Pacific  ports  for  reshipment  from  Atlantic  ports 
to  Europe  after  transportation  in  bond  across  the  continent. 

The  re-export  trade,  as  distinguished  from  shipment  trade, 
is  a  direct  indication  of  the  amount  of  international  collection 
and  distribution  of  products  the  merchants  of  a  country  are 
doing.  The  re-export  trade  involves  the  actual  importation  of 
goods  by  a  merchant  for  resale.  It  involves  actual  "entry"  of 
the  goods  through  the  custom-house  and  their  reshipment  out. 
This  may  not  involve  actual  payment  of  duties  since  goods  may 
be  warehoused  in  United  States  Government  bonded  warehouses 
if  goods  are  dutiable  and  re-exported  without  payment  of  duties 
(see  Chapter  VIII). 

^  Importation  for  re-exportation  by  American  import  merchants 
is  relatively  small,  except  for  a  few  items  and  those  mostly  ar- 
ticles on  the  free  list.  In  the  sense  that  London,  Amsterdam,  and 
Hamburg  are  international  marketing  centers,  New  York,  al- 
though the  largest  world  port,  is  relatively  insignificant.  Few 
merchants  or  import  houses  are  organized  to  develop  this  type 
of  trade.  Largely  as  a  result  of  the  readjustments  brought  about 
by  the  war,  New  York  became  a  large  entrepot  market  for  cocoa 
and  for  coffee.  The  re-export  trade  in  these  products,  however, 
while  still  important,  has  declined  since  1920.  New  York  is 
today  the  largest  cocoa  market  and  the  largest  coffee  market  in 
the  world,  but  its  status  results  more  from  the  enormous  size  of 
the  domestic  market  than  from  the  fact  that  it  is  a  dis- 
tributing market  for  other  countries.  For  Mexico,  the  Caribbean 
countries,  the  West  Coast  of  South  America,  and  the  Far  East, 
American  ports  are  well  situated  to  handle  the  redistribution  of 
products.  However,  the  products  of  these  countries  not  used  in 
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the  United  States  find  their  market  in  Europe,  and  direct  con- 
nections with  Europe— transportation,  financial,  and  marketing— 
are  already  well  established. 

For  redistributing  European  manufactured  goods  from  United 
States  markets  to  other  foreign  countries,  the  same  situation 
exists  as  in  handling  imports  for  distribution  to  Europe.  To 
these  difficulties,  however,  must  be  added  the  present  handicaps 
of  re-exporting  dutiable  goods  since  most  European  imports  are 
dutiable.  Furthermore,  as  a  result  of  the  rapid  development  of 
transportation  and  port  facilities  in  recent  years,  the  tendency 
is  toward  direct  distribution  of  trade  rather  than  indirectly 
through  entrep6ts.   For  many  products,  however,  indirect  dis- 
tribution is  advantageous,  and  re-export  and  transhipment  trade 
through  United  States  ports  is  likely  to  increase,  particularly  as 
better  port  and  marketing  facilities  are  created,  and  as  the  regu- 
lations governing  bonded  warehousing  are  made  more  liberal. 
The  complexity  of  bonded  warehouse  regulations  as  they  affect 
the  necessary  preparation  of  goods  for  remarketing,  at  present, 
places  a  handicap  upon  the  trade,  and  the  provisions  for  obtain- 
ing tariff  drawbacks  are  cumbersome  (see  Chapter  VIII).  mere 
are  no  free  zones  or  ports  in  the  United  States  and  under  present 
laws  they  could  not  be  established.  On  the  other  hand,  buyers 
from  Latin  America  and  other  markets  have  been  coming  to 
the  United  States  in  increasing  numbers,  indicating  that  it  may 
be  possible  to  develop  this  type  of  trade  to  a  greater  degree,  pro- 
vided existing  regulations  are  simplified  and  better  snipping 
and  marketing  facilities  made  available. 

Selected  References: 

,.  Bishop,  A.  L.   Outlines  of  American  Foreign  Commerce;  Ginn  &  Company, 

1923. 

3  Boggs  T.  H.   The  International  Trade  Balance  of  the  United  States,  chap, 
ii;  The  MacmiUan  Company,  192a. 

3.  Bullock,  Williams,  and  Tucker    "The  Balance  oiJnO^i^Vm  ted 

States" ;  Review  of  Economic  Statistics,  May,  1920.  Also  reprinted  in 
Taussig,  Selected  Readings  in  International  Trade,  chap,  vi 

4.  Day,  Cltve.    History  of  Commerce  (Revised  edition)  Parts  V,  VI;  Long- 

mans, Green  and  Company,  1922. 
<  Ford,  L.  C.  and  T.  F.    The  Foreign  Trade  of  the  United  States,  chaps,  n- 

v;  Charles  Scribner's  Sons,  1920. 
6.  Johnson,  E.  R.  and  Others.    History  of  Domestic  and  Foreign  Commerce 

of  the  United  States,  Washington,  191S. 


IMPORT  TRADE  OF  THE  UNITED  STATES  41 

7.  Kent,  Fred  S.   The  Import  Element  in  Our  Foreign  Trade,  Thirteenth  Na- 

tional Foreign  Trade  Convention,  1926. 

8.  Pepper,  Charles  M.    American  Foreign  Trade,  chaps,  ii-iv;  The  Century 

Company,  1919- 

9.  Smith,  J.  R.   Industrial  and  Commercial  Geography,  Part  II,  chaps,  xii- 

xiii,  The  Trade  Center;  Henry  Holt  and  Company,  1925. 

10.  U.  S.  Department  of  Commerce.    The  Commerce  Y ear-Book  (yearly) 

Washington. 

11.  U.  S.  Tariff  Commission.  Free  Zones  in  Ports  of  the  United  States,  Sixty- 

fifth  Congress,  2nd  Session,  Senate  Committee  Print,  1918. 


III 


THE  ORGANIZATION  AND  FUNCTIONS  I 
OF  IMPORT  HOUSES 

The  following  processes  may  be  involved  in  securing  and  dis- 
tributing imported  merchandise: 

1.  Purchase  of  goods  from  foreign  producer  or  merchant; 

2.  Assembly  of  goods  in  foreign  market  or  shipping  centers; 

3.  Grading,  sorting,  and  warehousing  in  foreign  market; 

4.  Arranging  for  transportation  and  insurance; 

5.  Receiving  and  entering  the  goods  through  the  custom-houses 
.in  the  United  States; 

6.  Drayage  and  warehousing  of  the  goods  at  the  ports  of  entry  ; 

7.  Cleaning,  grading,  sorting,  repacking,  and  so  forth,  for  redis- 
tribution ; 

8.  Resale  of  the  imported  goods  to  domestic  distributors  or  con- 
sumers, or  to  foreign  buyers; 

9.  Forwarding  goods  to  final  destinations; 

10.  Making  financial  arrangements  in  connection  with  payments, 

collections,  and  credits. 
While  this  list  is  not  exhaustive,  it  includes  the  chief  functions 
that  need  to  be  performed  in  the  process  of  placing  foreign- 
produced  goods  in  the  possession  of  the  ultimate  user  m  the 
United  States.  Not  all  these  steps  are  necessary  for  every  impor- 
tation and  only  one  or  a  few  of  these  functions  may  be  performed 
by  a  single  import  house.  A  highly  organized  firm,  however,  may 
undertake  all  these  processes  and  may  go  even  further,  to  the 
extent  that  the  actual  production  of  the  goods  may  be  supervised 
in  the  foreign  country. 

Imported  goods  may  be  purchased  directly  by  the  consumer  in 
the  foreign  markets,  or  they  may  be  purchased  indirectly  through 
commission  men,  brokers,  local  agents  for  foreign  producers  or 
merchants,  or  merchants  who  are  organized  especially  as  import- 
ing middlemen.  This  is,  of  course,  similar  to  the  direct  and 
indirect  methods  of  purchasing  that  may  be  employed  in  domestic 
buying,  and  is  analogous  to  direct  and  indirect  methods  of  export- 
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ing.  The  consumer  who  imports  directly  may  perform  all  the 
technical  functions  required  in  bringing  goods  into  the  country 
in  his  own  organization,  or  he  may  intrust  one  or  more  of  these 
tasks  to  specialized  middlemen  even  when  the  purchasing  is  done 
directly.  For  example,  the  details  of  entering  goods  and  clearing 
them  through  the  custom-house  may  be  given  to  a  custom-house 
broker,  or  the  forwarding  of  the  goods  from  seaport  to  the  interior 
may  be  performed  by  a  freight  forwarder,  although  the  consumer 
has  accomplished  his  own  buying  and  the  goods  are  shipped  from 
the  foreign  country  to  him  directly.  These  agencies  relieve  the 
importing  consumer  of  such  highly  technical  details  as  those 
connected  with  custom-house  and  tariff  regulations  and  railway 
and  ocean  transportation. 

Those  merchants,  commission  houses  and  brokers  who  are 
organized  especially  to  purchase  and  to  import  foreign  goods  for 
the  account  of  others,  or  for  resale  to  consumers  or  domestic  mer- 
chants, or  who  specialize  in  the  technical  services  of  importing, 
are  the  professional  importers.  Thev  are  the  importing  middle- 
men  engaged  in  performing  importing  services  for  others 
consumers  and  domestic  merchants  choose  not  to  employ  the 
importers  but  to  go  directly  to  the  foreign  sellers  for  their  goods, 
they  may  establish  in  their  own  organization  facilities  for  foreign 
buying  and  for  importing  directly.  Direct  importing  consists  in 
buying  from  the  foreign  seller,  without  the  interposition  of  mer- 
chants  in  the  buyer's  country.  The  direct  importer  may  employ 
specialists  for  performing  some  of  the  services  involved,  such 
as  the  custom-house  broker,  or  he  may  perfom  all  of  the  services 
for  himself.  Direct  importing  does  not  imply  that  the  importer 
deals  directly  with  the  foreign  producer.  He  may  buy  in  the 
foreign  market  from  a  producer,  a  local  merchant,  an  inter- 
national merchant,  or  a  broker.  Direct  importing  eliminates 
certain  middlemen  in  the  buyer's  country  only. 

Whether  a  purchaser  of  foreign  goods  imports  directly  or 
employs  the  services  of  importing  middlemen  is  determined  by 
many  factors,  including  the  experience  of  the  firm,  the  nature 
of  the  goods  imported,  the  organization  and  custom  of  the  trade, 
the  size  of  the  imports,  and  the  financial  strength  of  the  firm. 
These  factors  will  be  discussed  in  a  following  chapter.  This 
chapter  is  concerned  with  the  problems  connected  with  the 
organization,  functions,  and  management  of  the  importing  houses 


IMPORT  PURCHASING 


Merchant  wholesalers 
'To  order"  merchants 


and  the  various  other  middlemen  who  perform  specialized  services 
connected  with  the  purchasing,  entering,  and  transp ortmg  of 
imported  goods.  The  organization  and  merits  of  direct  importing 
will  be  considered  in  the  following  chapter. 

Business  organizations  formed  for  the  purpose  of  importing 
or  for  performing  some  or  all  of  the  technical  services  required  in 
importing  may  be  classified  as  follows: 

Import  Organizations 

L  ^"g^S?  ^  ft-  Merchant  wholesalers 

'  «>  ill  Seized     or>  *>  ii.  "To  order"  merchants 

II.  Import  commission  houses 

1.  On  order  of  buyer 

2.  On  offer  of  seller 

3.  On  consignment  from  foreign  seller 

III.  Import  brokers  and  import  purchasing  agents- 

IV.  Local  selling  branch  of  foreign  producer  or  merchant 
V.  Auxiliary  importing  agencies 

1.  Custom-house  broker 

2.  Drawback  specialist 

3.  Warehouse  and  dray  age  companies 

4.  Public  weighers 

5.  Sampling  companies 

6.  Freight  forwarders 

7.  Ship  and  freight  brokers 

8.  Customs  attorneys  and  customs  advisors 

9.  Insurance  brokers 
10.  Banks 

It  must  be  understood  that  the  above  classification  is  a  classi- 
fication by  function.  A  single  organization  may  include  several 
of  the  agencies  mentioned.  For  example,  the  import  merchant 
may  also  do  a  commission  business,  and  the  custom-house  broker 
is  generally  also  a  freight  forwarder.  Furthermore,  firms  perform- 
ing the  functions  indicated  may  do  a  business  other  than  import- 
ing For  example,  import  merchants  are  often  also  export  mer- 
chants; and  brokers  handling  imported  products  also  do  a  broker- 
age business  in  domestic  products.  Importers  doing  a  general 
wholesale  or  jobbing  business  may  also  sell  at  retail.  All  these 
agencies,  however,  are  middlemen  agencies,  prepared  to  perform 
all  or  part  of  the  services  required  in  purchasing  and  brmging 
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into  the  country  foreign  products  for  use  of  the  ultimate  con- 
sumer  or  for  further  distribution. 


THE  IMPORT  MERCHANT 


As  the  name  implies,  the  import  merchant  buys  products  in 
foreign  countries  and  imports  them  on  his  own  account  for  resale 
to  purchasers  in  the  domestic  market.  Import  merchants  may  be 
classified  in  two  different  ways.  In  the  one  classification  there 
are  those  merchants  who  do  a  general  import  business,  bringing 
in  all  types  of  products  from  a  wide  range  of  markets,  and  those 
who  specialize  in  certain  products  or  groups  of  related  products. 
The  second  method  of  classification  relates  to  method.  One  type 
of  merchant  buys  only  upon  order;  another  imports  on  his  own 
account  for  resale. 

All  degrees  of  specialization  may  exist  both  as  to  commodi- 
ties handled  and  as  to  markets  served.  The  number  of  firms 
doing  a  strictly  general  import  merchandising  business  is  small. 
Most  of  the  merchants  doing  a  general  import  business  are  also 
commission  houses,  and  many  of  them  also  do  an  export  merchant 
and  commission  house  business  as  well  as  an  import  business. 
Many  of  the  oldest  and  best-known  foreign-trade  houses  in  the 
United  States  are  combination  import  and  export  houses  and  do 
both  a  merchant  business  and  a  commission  business.  The 
tendency,  however,  is  toward  greater  specialization  in  importing. 
Even  m  the  case  of  the  largest  general  importers,  special  atten- 
tion is  likely  to  be  given  to  certain  products  and  the  firm's 
organization  and  reputation  as  an  importer  is  built  around  these 
special  products. 

The  general  import  merchant  must  have  at  his  disposal  abun- 
dant working  capital.  This  is  particularly  necessary  if  he  carries 
iocks  rather  than  imports  only  upon  order.  The  merchant  who 
is  established  in  the  producing  country  must  be  prepared  to  do  a 
greater  or  less  amount  of  financing  of  the  foreign  producers  and 
col  ectrng  merchants.  Advances  of  capital  in  the  form  of  credits 
or  supplies  are  especially  necessary  in  the  less-developed  sections 
01  tne  world,  where  one  or  two  seasonal  crops  are  usually  the  chief 
aependence  of  the  people,  and  financial  aid  is  therefore  frequently 
Z„,  f°r  "P*  to  Producer,  who  requires  supplies  in  ad- 
vance, and  the  local  merchants  who  help  carry  the  producers 
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^gh  to  harvest  times.   Rates  of  "fi^*"* 
bankers  are  likely  to  be  excessive  in  such  count ^  ~ 
merchant  who  would  obtain  products  on  the  best  terms if requen Uy 
needs  to  help  carry  the  native  merchant  or  producer  Frequently, 
also,  the  importer  finds  it  to  his  advantage  to  provide  the  neces- 
sary facilities  for  storing,  sorting,  packing  and  otherwise pre- 
paring the  products  to  be  imported.  Some  of  the  large r  merchants 
also  do  their  own  transportation.    Practically  aU  the  general 
import  merchants  act  as  their  own  freight  and  ship  broken ,  a 
few  own  and  operate  tramp  steamers  or  even  steamship  hnes 
that  have  been  developed  primarily  for  their  own  service,  although 
they  may  act  also  as  common  carriers. 

Most  of  the  specialized  import  merchants  are  strictly  importers 
and  jobbers,  not  attempting  any  exporting.   They  may  handle 
both  imported  and  domestic  products,  or  they  may •  confine^ ti^r 
business  strictly  to  importing.   For  example  a  cotton ^erchant 
may  specialize  exclusively  in  importing  Egyptian  cotton  borne 
domestic  cotton  merchants,  however,  ^  "f^  c°£ 
ton,  in  which  case  the  import  part  of  their  business  is  liteiy 
to  be  a  specialized  department.   Some  may  handle  a  single  line 
of  products,  such  as  tobacco  or  rubber;  others  may  import  a 
ctoud  of  related  products,  such  as,  for  instance,  spices,  coHee, 
and  lea.  The  importer  of  special  products  frequently r  also  must 
be  organized  to  prepare  for  resale  the  materials  ^^ort- 
ing,  grading,  cleaning,  mixing,  and  blending  are  require «  01 
many  products,  especially  raw  materials  and  the  so-called  co  o- 
nial  products,"  such  as  spices,  tea,  gums,  drugs  and  so ,  forth. 
The  importer,  therefore,  may  be,  to  a  greater  or  less  extent,  also 
a  manufacturer.  The  specialized  importer  also  has  an ^orate 
selling  organization  in  his  own  country  ana  may  aea 
salers  and  retailers,  as  well  as  with  manufacturers 

Specialization  in  importing  is  applied  to  both  staple  raw  ma- 
terialTand  to  manufactured  products.  The  V*^«*°£ 
whether  raw  materials  or  fabricated  products  usually  requires 
the  highest  technical  knowledge  of  the  product  on  the  part  of 
the  purchaser,  wide  acquaintance  with  foreign-market  condi  ions 
a  full  understanding  of  domestic  demands,  and  great  skill  in 
taking  advantage  of  existing  market  conditions.  Even  m  the 
case  of  highly  standardized  materials,  the  purchaser  must  be  able 
correctly  to  judge  of  quality  and  to  estimate  the  market.  The 
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purchaser,  even  more  than  the  seller,  must  be  a  specialist.  For 
these  reasons,  importing,  like  purchasing  in  general,  is  organized 
on  highly  specialized  lines,  with  a  tendency  toward  increased 
specialization.  This  is  indicated  by  the  present  degree  of  spe- 
cialization. Among  raw  materials,  the  textile  fibers — cotton,  wool, 
silk,  flax,  hemp,  and  so  forth — are,  to  a  large  degree,  imported 
by  firms  who  specialize  in  each  product.  Hides  and  skins,  furs, 
rubber,  bristles,  wood,  and  lumber  are  largely  imported  by 
specialized  importers.  Among  food  products  are  the  importers  of 
cocoa*  coffee,  spices,  sugar,  vegetable  oils,  nuts,  grapes,  and  so 
on.  Specialization  is  carried  to  the  point  where  only  certain 
grades  or  types  of  commodity  are  handled  by  one  importer.  For 
instance,  one  wool  merchant  will  handle  only  grades  of  wool  for 
woolen  mills,  while  another  will  specialize  in  worsted  types  of 
wool.  Among  manufactured  goods  there  are  special  importers 
of  tool  steel,  cutlery,  chinaware,  cotton  piece  goods,  woolen  goods, 
laces,  toys,  women's  wear,  and  so  forth.  Even  in  the  case  of  the 
general  importer,  there  is  likely  to  be  a  departmental  organization, 
according  to  commodities,  with  specialists  in  charge. 

Import  merchants  may  import  only  upon  orders  received  from 
domestic  buyers,  or  they  may  import  for  stock  and  redistribute 
as  wholesale  merchants  or  jobbers  in  this  country.  A  mer- 
chant  doing  only  a  "to  order"  business  is  sometimes  said  to  be  a 
"cil.  importer."  He  quotes  cii.1  prices  to  the  prospective  buyer 
on  the  basis  of  his  knowledge  of  the  market,  and  aims  to  make 
his  profit  by  importing  the  goods  at  a  c.i.f.  cost  to  himself  less 
than  the  quoted  price.  His  profit  on  the  transaction  may  be  a 
result  of  three  factors:  (a)  ability  to  buy  advantageously  as  a 
result  of  his  organization  and  experience;  (b)  ability  to  secure 
low  costs  in  transportation;  (c)  profits  on  exchange.  This  type 
of  importing  involves  less  0  risk,  since  the  goods  are  sold  previous 
to  importing,  and  it  requires  less  capital. 

The  import  merchant  who  acts  as  a  jobber  or  wholesale  mer- 
chant buys  on  his  own  account,  stocks  or  warehouses  the  goods, 
and  resells  to  domestic  purchasers,  either  small  wholesalers,  re- 
tailers, or  consumers.  A  merchant  of  this  type  assumes  the 
whole  merchandising  risk.  By  carrying  goods  in  stock  and  thus 
being  able  to  give  immediate  deliveries  and  to  offer  the  purchaser 
opportunity  to  inspect  merchandise  before  purchase,  he  can  give 

'"Cost,  insurance,  freight."  See  page  126. 
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superior  services  to  a  buyer— services  for  which  he  can  command 
prices  commensurate  with  the  advantages  given.  A  merchant 
hoi  this  type  requires  large  capital.  He  also  bears  large  risks.  He 
carries  not  only  ordinary  risks  of  the  domestic  wholesaler  but  risks 
connected  with  exchange  fluctuations,  tariff  changes,  and  risks 
growing  out  of  the  longer  intervals  involved  between  purchase 
and  resale  in  the  case  of  goods  imported  from  distant  centers. 

An  import  merchant  may  act  as  the  exclusive  selling  agent  of 
a  foreign  manufacturer  or  merchant,  having  exclusive  selling 
rights  for  certain  sections  of  the  United  States  or  for  all  the 
United  States  or  even  for  all  of  North  America.   He  continues 
to  act  as  a  merchant,  but  exclusively  handles  certain  products  of 
the  foreign  exporter  for  the  specified  territory.   Several  of  the 
large  potteries  in  France,  England,  and  Germany,  for  example, 
sell  all  their  products,  or  certain  of  their  exclusive  patterns, 
in  this  way.   Swedish  steel  may  be  sold  in  the  same  way;  or 
Spanish  olive  oil;  or  German  cutlery;  or  Manila  hemp.  Fre- 
quently, the  American  house  which  acts  as  agent  may  be  finan- 
cially interested  in  the  foreign  producer,  or  the  foreign  manufac- 
turer in  the  American  selling  house.  All  degrees  of  closeness  of 
relationship  between  the  foreign  seller  and  the  importer  may  exist 
from  those  of  mere  contractual  agreement  to  practical  identity 
of  the  two.  The  foreign  exporter  may  be  in  reality  a  separately 
incorporated  branch  of  the  American  importing  house,  or  vice 
versa. 

THE  IMPORT  COMMISSION  HOUSE 

Although  the  term  "export  and  import  commission  house';  is 
frequently  used  to  describe  many  import  and  export  orgamza- 
tions  in  the  United  States,  only  a  small  amount  of  goods  are 
imported  on  commission,  that  is,  for  a  commission  paid  by  the 
purchaser.  Even  when  "commissioned"  to  buy  foreign  goods  by 
a  merchant  or  manufacturer  the  import  merchant  buys  on  his 
own  account  and  resells,  as  described  in  the  preceding  section. 
The  importer  may  buy  only  upon  order,  but  he  assumes  all 
responsibility,  giving  a  definite  quotation  and  relying  for  his  profit 
upon  his  ability  to  buy  and  deliver  the  goods  on  terms  that  will 
yield  him  more  than  a  commission  usually  would  yield.  The 
goods  are  imported  in  the  name  of  the  commission  house  and 
delivered  to  the  buyer. 
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But  if  the  import  commission  house  does  not  commonly  buy 
on  a  commission  basis,  it  may  frequently  sell  on  commission  for 
the  foreign  producer  or  exporter.  This  results  from  the  practice 
of  consignment  in  the  import  trade.  When  the  import  commis- 
sion house  has  no  overseas  buying  organization,  it  may  receive, 
on  consignment,  products  from  the  foreign  seller,  which  it  is  asked 
to  sell  at  market  prices  or  at  certain  stipulated  prices  as  a  broker. 
Since  most  of  the  regular  export  and  import  commission  houses 
have  their  own  branches  abroad,  consignments  are  not  frequently 
received  by  them.  There  are  always,  however,  frequent  demands 
from  foreign  producers  and  merchants  upon  commission  houses 
in  well-organized  markets  like  the  United  States  to  take  con- 
signments. The  import  department  of  a  commission  house  func- 
tions largely  as  a  merchant  organization,  buying  usually  upon 
order,  but  frequently  also  on  its  own  account  for  resale  in  the 
domestic  market. 

■  -  ,     -   t^iMtim  ''■■■■I  :  i  »  r 

There  are  a  group  of  business  organizations  in  the  import  trade 
which  are  not,  in  the  strict  sense  of  the  word,  importers,  but  they 
perform  special  services  for  those  who  import  or  consume  im- 
ported products.  Such  is  the  broker.  A  broker  is  one  who  acts 
for  another.  He  is  an  intermediary  who  brings  together  the 
buyer  and  the  seller.  He  sometimes  may  act  for  the  seller; 
at  other  times  for  the  buyer.  The  seller  may  have  for  sale  either 
goods  or  services  such  as  transportation  and  insurance.  The 
broker  may  be  a  broker  in  merchandise,  in  transportation,  in 
customs  services.  The  import  merchandise  broker  buys  and  sells 
foreign  merchandise,  not  in  his  own  name,  but  for  the  account  of 
another.  He  is  an  agent  either  for  the  seller  or  for  the  buyer 
in  the  international  market.  The  buyer  and  seller  having  been 
brought  together,  the  contract  is  arranged  between  the  two,  and 
the  importer  usually  brings  in  the  goods  in  his  own  name  and 
arranges  for  their  payment  directly  with  the  seller. 

CONSIGNMENTS 

il. 

Because  of  the  importance  of  the  consignment  business  in  the 
M**011  k^k'  ^  mercnandise  broker  plays  an  important  part 
Many  goods  are  shipped  from  producing  lands  to  highly  organ- 
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ized  markets,  such  as  the  United  States  and  Western  Europe,  for 
sale  in  those  markets.  Such  shipments  are  consigned  to  a  repre- 
sentative of  the  shipper  with  instructions  for  their  sale,  lhe 
goods  remain  the  property  of  the  consignor  unti  sold,  and  the 
proceeds  of  the  sale,  less  certain  fees  and  a  brokerage,  are  re- 
mitted to  the  foreign  shipper.  The  reasons  for  the  much  greater 
prevalence  of  consignments  in  the  import  trade  than  in  the  export 
trade  may  be  enumerated  as  follows:  (i)  The  overseas  exporter, 
who  has  no  branch  office  in  this  country  nor  regular  customers 
who  buy  his  goods,  may  wish  to  consign  his  goods  to  the  Amer- 
ican market  whenever  he  thinks  the  market  favorable,  even  if  he 
has  no  direct  representation.    (2)  Some  commodities  such  as 
furs,  have  their  market  prices  determined  only  at  Pe™^  saies, 
such  as  auctions.  Hence,  the  goods  must  be  sent  or '  cons^men 
to  some  agent  in  the  market  for  sale.   (3)  The  °versas  ^Jter 
may  wish  to  send  his  goods  to  a  market 
or  to  take  advantage  of  a  favorable  market,  even  when  he  has 
made  no  definite  sale  in  advance.    (4)  Some  goods  cannot  be 
held  in  the  producing  country  without  danger  of  deterioration 
They  must  be  shipped  at  once.   For  example,  cocoa  beans,  tor 
climatic  reasons,  are  consigned  by  merchants  in  tropical  Producing 
areas  to  avoid  storage  in  their  own  climate.  (S) 
organized  industrial  countries  there  is  ordinarily  httie  risk :m 
consignment  shipments,  for  there  is  likely  to  be  a  wide  oppor- 
for  disposing  of  goods  since  demand  for  staple  products 

b^ana^ 

maltT1  (6l  uJy  importers  in  *^f<^™  ^ 
have  made  advances  in  money  or  credits  to  the  foreign  producer 
or  exporter,  in  return  for  which  goods  are  consigned  to  the  un- 
porter.  This  is  frequently  done  by  the  import  commission  houses, 
one  of  whose  functions  is  the  financing  of  the  «J?*£ 
The  import  commission  houses,  therefore,  frequently  act  as  brok 

ers  for  foreign  sellers.  „  no 

One  of  the  characteristics  of  the  great  trading  centers  of  Europe 
-London  in  particular-is  the  amount  of  goods,  principally  raw 
materials  and  colonial  produce,  consigned  to  dealers  by  pro- 
ducers from  all  parts  of  the  world.  In  London,  buyers  are  sure 
to  be  found  for  almost  every  conceivable  product,  so  that  goods 
received  on  consignment  can  readily  be  disposed  of.  Further- 
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more,  in  London,  financing  of  such  consignments  can  readily  be 
brought  about,  for  the  reason  that  there  are  bankers  who  are  in 
position  to  finance  all  types  of  goods  from  all  parts  of  the  world. 
In  New  York,  or  other  American  import  ports,  sales  of  consigned 
goods  may  not  be  made  so  readily. 

In  the  case  of  consignments  the  consignor  may  ask  for  payment 
of  from  70%  to  90%  of  the  invoice  value  of  the  goods,  the 
balance,  less  commission,  to  be  remitted  after  final  sales.  The 
consignor  may  state  a  definite  price  at  which  the  goods  are  to 
be  sold,  or  he  may  indicate  they  are  to  be  sold  at  market  prices, 
or  prices  may  be  left  to  the  judgment  of  the  consignee— the 
latter  method  being  used  in  the  case  of  fabricated  goods  in  par- 
ticular. If  the  consigned  goods  are  staple,  if  the  demand  for 
them  is  active  and  prices  firm  and  on  the  upswing,  the  importer 
may  readily  dispose  of  the  goods.  If,  however,  the  goods  are 
novel  or  exceptional,  or  if  the  market  is  weak  and  prices  are 
tending  downward,  the  goods  may  move  slowly  and  the  importer's 
warehouse  may  become  clogged  with  unsalable  goods.  Further- 
more, if  advances  have  been  made  against  the  consignment  price, 
depreciation  or  exchange  variations  may  bring  the  importer 
financial  risks.  In  some  commodities  consignments  are  common 
and  customary.  In  other  trades  they  are  unusual,  perhaps  asked 
for  only  in  dull  periods  or  under  peculiar  circumstances.2  In 
handling  consignments,  a  broker  is  representing  the  foreign  sell- 
ers. He  is  supposed  to  be  primarily  concerned  with  the  seller's 
interests,  since  the  seller  pays  the  commission. 

For  many  materials  the  import  broker  performs  a  very  neces- 
sary function  for  the  buyer.  The  import  broker  is  especially 
important  when  a  high  degree  of  technical  knowledge  of  the  com- 
modity is  required,  when  the  commodities  are  collected  from  a 
wide  range  of  sources,  and  when  the  buyer  and  seller  are  widely 
separated.  Brokers  being  commodity  experts,  their  services  are  of 
value  to  both  buyer  and  seller  because  of  their  ability  to  pass  on 
quality.  The  broker,  by  keeping  in  touch  with  many  markets  and 
win  many  importers  and  consumers  at  home  and  exporters 
abroad,  performs  a  real  service  to  the  buyer  by  enabling  him  to 
get  in  touch  with  the  exact  quality  of  material  needed  and  with  the 
^urce  that  can  supply  it. 

See  Wolfe,  Theory  and  Practice  of  International  Commerce,  pp.  143-145. 
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A  broker  in  imported  merchandise  may  «^*j£5£^ 
foreign  exporters,  or  he  may  have  relations  only  with  the  nnpon 
1~     hia  nwn  country    The  larger  and  better-organized  brokers 
wffl k*p  SZSS  all  source"  but  many  brokers  confine  their 
I  vS  to  contacts  in  one  market.  It  is  possible  hnjy- 
who  has  a  personal  following,  and  is  an  expert  in  a  commodity 
wno  uas  ^       marvri\na  it  to  establish  himself  as  a  broker 
and  in  methods  of  marketing  it, 10  «l<*"      „mnlM  and  auota- 
even  if  he  has  little  or  no  capital.  Obtaining  samples  and  quota 
tions  from  importers,  he  has  but  to  find  purchasers  livery  com- 
modity market  there  are  likely  to  be  many  such  attempting  to 
Ln  a  foothold  some  of  them  short  lived,  but  all  competing  for 
fusiness    m  b^S  of  the  brokerage  business  in  any  market, 
Sever,  is  done  by  a  relatively  few  well-established  and  highty 
SpTrt  and  reliable  firms  which  have  built  up  a  reputation ,  esteb- 
lished  strong  contacts  with  both  buyers  and  sellers,  and  perform 
services  of  the  highest  order  for  their  clients. 

An  illustration  of  the  above  is  the  woo  broker.  Because  wool 
is  a  commodity  requiring  highly  expert  knowledge  muck .  o Elbe 
wool  trade  is  handled  through  brokers.  A  wool  broker  may  repre- 
Z  either  the  buyer  or  the  seller.   He  ^ JJ^JgX 
merchants,  or  foreign  wool  brokers or  he  m  ay  : ^1  only Jor 
American  importers.  He  may  handle  only  foreign  wools,  or  Dotn 
fS  and  domestic.  He  may  sell  to  any  and  all  P^hasers 
Le  4n  find  or  he  may  confine  himself  to  a  l™™^™*™^ 
mission,  usually       is  paid  by  the  seller whenhe  repre^nte  fte 
seller,  and  by  the  buyer  when  he  P^*^^^ 
huver    The  older  and  larger  brokers  usually  act  as  exclusive 
selling  brokers  for  foreign  merchants;  a  few  are  exclusive  buymg 

"CtLer^mple^  the  cocoa  broker.  Cocoa  brokers  effect 
JSlv  all  the  sales  of  cocoa  beans  to  consumers  and  also 
%^£&*Z*m  -rchants  and  dealers    Thehr  oper- 
ations are  as  follows:  Located  in  New  York  City,  they  keep  con- 
ations are  as  of  suddIv  and  market  conditions, 
stantly  in  touch  with  the  sources  ol  ^PP1*™0  7*^  ^ 
stocks  prices,  demand,  and  so  forth.   The  importers  are  tne 
general  importers,  the  cocoa  merchants  or  dea ^he  ag» 
t  »Lim,  nrnH.irers  established  in  this  country.  When  importers 
ZSSSSSSZ****  beans,  samples  and  de^riptions 
™Ttaken  bv  the  brokers.  The  brokers,  by  keepmg  in  constant 
Such  with  the  demands  of  their  clients,  are  able  to  supply  the 


ORGANIZATION  AND  FUNCTIONS 


53 


IV 


VII 


GRINDERS      Urn        MtHW  DISTILLER!  REEXPORT 


Figure  4:  Marketing  of  spices. 

demands  of  the  buyer  and  to  find  markets  for  the  supplies  held 
or  contracted  for  by  the  dealers.  The  broker  stands  as  the  go- 
between  in  practically  all  cocoa  transactions  in  the  New  York 
market,  which  is  the  largest  cocoa  market  in  the  world.  He  effects 
sales  not  only  between  the  dealer  and  the  manufacturer,  but  also 
between  importer  and  dealer  and  between  dealer  and  dealer. 
The  cocoa  broker  may  also  operate  in  effecting  sales  between  the 
dealer  in  the  United  States  and  the  cocoa  merchant  in  the  other 
world  marketing  centers  in  London,  Liverpool,  Amsterdam,  Ham- 
burg, and  Lisbon,  although  this  is  not  common.  His  chief  opera- 
tions are  between  the  consumers,  dealers,  and  importers  in  the 
New  York  market.  The  cocoa  broker,  in  some  cases,  is  empow- 
ered to  pass  upon  the  quality  of  cocoa  delivered  or  shipped  on 
contracts  even  to  the  point  of  rejection.  In  New  York,  the  estab- 
lished brokerage  fee  for  these  services  is  1%,  paid  by  the  seller, 
and  is  included  in  the  prices  quoted.  Infrequently,  sales  are 
made  independently  of  the  broker  in  the  American  market. 
Direct  shipments  to  the  consumer  from  the  producing  country 
are  rarely  made.  Both  the  importer  and  the  broker  function  in 
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practically  all  sales  to  the  consumer.  Counting  resales  by  manu- 
facturer to  manufacturer,  it  is  possible  for  cocoa  to  pass  through 
seven  hands  between  the  producer  and  the  manufacturer. 
Figure  4  shows  the  organization  of  the  marketing  of  spices. 

IMPORT  PURCHASING  AGENTS 

Another  type  of  importing  organization  may  be  called  the 
import  purchasing  agent.  This  is  an  importer  who  acts >  as ^  the 
buying  agent  for  manufacturers  or  merchants  in  the  purchase  of 
import  products.   The  wool  broker  acting  as  exclusive  buying 
agent  for  a  mill  is  this  type.   He  is  a  broker  acting  pnmanly  in 
the  interests  of  the  buyer.  The  purpose  is  to  simplify  the  buying 
process  by  elimination  of  some  of  the  steps  between  buyer  and 
seller  and  to  supply  the  definite  needs  of  a  client  as  to  quantity 
and  quality  of  goods.  By  acting  for  several  manufacturers  who 
consume  the  same  types  of  raw  materials  such  an  ^porter 
claims  that  better  and  cheaper  service  can  be  given.^  He  aims 
*  to  combine  the  advantages  of  direct  and  indirect  importing,  ine 
import  purchasing  agent  is,  essentially,  an  import  c^lssion 
agent,  who  is  acting  in  behalf  of  a  group  of  consumers  of  im- 
ported commodities.  ,     .  _ 
Several  corporations  of  this  type  recently  have  been  developed 
in  New  York,  specializing  in  the  import  of  ^partoent^tore 
goods.   These  companies  maintain  in  New  York  large  display 
rooms  containing  samples  of  merchandise  collected  by  their  offices 
in  Europe  and  the  Far  East.  On  the  basis  of  these  -^J"?' 
ers  from  department  stores  and  jobbing  houses  place  orders, 
which  are  filled  through  the  company's  branches  and  agents 
abroad.    The  importing  company  attends  to  all  the  detai  s  of 
assembly  and  shipment  from  the  foreign  country,  and  will,  if 
desired,  enter  the  goods  through  the  G?s^^r^^ 
Some  of  these  companies  act  as  exclusive  buyers  for  selec  ted  justs 
of  stores;  others  make  no  exclusive  demands    The  import  ng 
companies  receive  commissions  on  the  value  of  the  goods  pur- 
chased, or  fixed  commissions  on  the  actual  cost,  or  commissions 
plus  annual  retainer  fees.    These  organizations  claim  to  give 
their  clients  the  advantages  of  direct  purchasing,  or  of  purchasing 
through  cooperative  buying  organizations,  at  much  lower  costs. 
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SELLING  BRANCHES  OF  FOREIGN  PRODUCERS 

Several  foreign  producers  and  merchants,  and  combinations  of 
foreign  producers,  maintain  their  own  selling  organizations  and 
warehouses  in  the  United  States.  Merchants  or  consumers'  then 
make  their  purchases  from  these  branches  as  they  would  from  a 
domestic  wholesaler  or  distributor.  There  appears  to  be  a  grow- 
ing tendency,  especially  for  large  producers,  to  establish  their  own 
selling  organizations  in  this  country.  This  applies  to  crude  ma- 
terials as  well  as  to  manufactured  products. 

The  American  branch  of  the  foreign  producer  may  be  the 
branch  selling  house  of  a  single  producer,  or  it  may  be  a  branch 
representing  a  combination  of  producers.  If  the  former,  the 
practice  represents  no  particular  problem  either  to  the  purchaser 
or  to  competing  importers.  It  is  similar  to  any  individual  domes- 
tic merchant  house,  depending  on  the  quality  and  effectiveness  of 
its  services  to  meet  competition  with  other  importing  houses. 
There  is  little  difference  between  the  branch  selling  house  of  a 
foreign  producer  established  in  this  country,  and  the  exclusive 
selling  rights  granted  by  a  foreign  producer  to  an  American 
importer.  From  the  point  of  view  of  the  manufacturing  con- 
sumer, however,  the  tendency  is  significant,  in  that  it  gives  the 
manufacturer  opportunity  to  deal  directly  with  the  producer  in  the 

American  market.    It  may  eliminate  several  middlemen  the 

merchant  or  broker  in  the  foreign  country  and  the  importer  in 
this  country.  It  is  probable  that  for  certain  products  the  con- 
sumer of  raw  materials  reaps  distinct  benefits  from  being  able 
thus  to  deal  directly  with  the  producer.  In  other  cases,  it  may 
be  a  limiting  factor,  if  it  should  restrict  the  range  of  the  consum- 
er's choice  of  products  and  producers. 

The  selling  house  of  a  combination  of  producers  offers  a  some- 
what different  problem  to  both  the  manufacturer  and  the  mer- 
chant, to  the  extent  that  such  a  combination  effects  a  monopoly 
control  of  the  product.  Within  recent  years  the  tendency  to 
combination  in  one  form  or  another  by  foreign  producers  of  neces- 
sary raw  materials  has  been  marked.  Some  of  these  combinations 
nave  been  successful  in  bringing  greater  or  less  control  of  prices 
and  markets  into  the  hands  of  the  producers.  One  of  the  most 
notable  of  these  combinations  is  the  Sisal  Sales  Corporation,  the 
selling  agent  of  the  Comicion  Exportadora  de  Yucatan.  Other 
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effective  foreign  combinations,  attempting ;  to  ^trol  pric«  or 
sales  in  this  and  in  other  countries,  are  die  Potash  Importing 
Corporation  of  America,  representing  the  German  potash  syndi- 
cate in  the  United  States,  Porto  Rico,  and  Canada;  the  Quebracho 
Pincers  Association  of  the  River  Plate;  the  Cocoa  Producers 
Association  of  Ecuador;  and  the  Nitrate  Association  of  Chili. 

The  Comicion  Exportadora  de  Yucatan  is  _a ^T^^ 
trolled  cooperative  organization  of  sisal  producers  in  Mexico. 
The  Sisal  Sales  Corporation,  organized  under  the  laws  of  the  state 
of  Delaware  in  192 1,  is  the  exclusive  selling  agency  tor  tne 
Exportadora  in  the  United  States,  as  well  as  the  organization  for 
financing  the  Exportadora.  After  its  orgamzation,  consumers  were 
required  to  buy  exclusively  from  the  sales  company.  Since  the 
combination  has  complete  monopoly  control  of  the  Yucatan  sisal, 
and  hence  75%  of  world  production,  manufacturers  haye  been 
entirely  dependent  upon  the  sales  company.  Price  control  has 
been  entirely  in  the  hands  of  the  corporation.8 

The  effect  of  such  combinations  is  particularly  severe  upon 
.  United  States  consumers,  since  effective  combination  of  buyers 
to  meet  the  demands  of  the  producers f selli ^S^^X'sher! 
made  in  this  country  to  only  a  limited  degree.  Under  tne  sner 
man  and  Clayton  Acts,  combinations  of  competing  manufacturers 
for  purchasing  would  be  contrary  to  law.  The  individual  consum- 
ers thereforeT  must  meet  as  individuals  the  selling  combination. 
This  situation  has  raised  the  question  of  permitting  the  combina- 
tion of  competing  manufacturers  for  the  purpose  of  purchasing 
imported  materials  (see  Chapter  V). 

  ,.  .1  

CUSTOM-HOUSE  BROKERS,  FREIGHT  FORWARDERS,  WAREHOUSEMEN, 
AND  OTHER  AUXILIARY  AGENTS  IN  IMPORTING 

The  import  broker  of  merchandise,  mentioned  above,  is  an 
agent  performing  merchandising  services  for  the  buyer  of  un- 
rated goods.  Other  service-performing  organizations  are  avail- 
able to  the  importer  for  arranging  transportation  oftaj^ 
for  entering  goods  through  customs;  for  insurance,  warehousing, 
financing  purchases,  and  so  on.  Of  these  auxiliary  agencies,  the 
one  most  distinctly  connected  with  the  technical  details  of  to 


3  See  Grossetti,  Louis,  "Sisal:  Production,  ^^N^^  °' 
and  Domestic  Commerce,  Trade  Injormation  Bulletm  No.  200,  1924. 
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porting  is  the  custom-house  broker.  The  custom-house  broker 
attends  to  all  the  complicated  detail  of  effecting  clearance  of  goods 
through  customs;  sees  to  it  that  necessary  papers  connected  with 
the  customs  tariff  are  correctly  made  out;  advises  on  the  classi- 
fication and  valuation  of  dutiable  goods;  arranges  for  the  pay- 
ment of  duties;  and  obtains  final  delivery  of  the  goods  to  the 
importer.  All  these  services  are  performed  by  him  as  the  agent 
of  the  importer.  Since  these  services  are  very  highly  technical, 
requiring  specialists  in  handling  tariffs  and  customs  regulations, 
the  custom-house  broker  performs  an  indispensable  service  for 
many  importers  who  do  a  direct  business.  The  fact  that  such  serv- 
ices as  these  can  be  purchased  often  makes  possible  direct 
importing  where  it  would  be  impossible  if  the  direct  importer  had 
to  provide  the  technique  in  his  own  business. 

Most  custom-house  brokers  also  are  freight  brokers  and  for- 
warders, arranging  all  the  details  of  securing  ship  freight  space  for 
imports  and  for  forwarding  goods  to  the  interior.  Many  of  the 
freight  forwarders  and  custom-house  brokers  are  represented  in 
foreign  ports,  as  well  as  in  various  ports  and  interior  cities  of 
the  United  States,  and  will  arrange  to  take  charge  of  all  details 
of  the  assembly  of  goods  of  foreign  interior  centers  and  their 
shipment  to  the  United  States  as  well  as  their  entry  into  the 
United  States  and  forwarding  to  the  interior.  Custom-house 
brokers  frequently  combine  other  services  in  addition  to  freight 
forwarding.  They  may  be  steamship  agents,  marine  insurance 
brokers,  customs  attorneys,  warehousemen,  draymen,  public 
weighers,  and  "drawback  specialists." 

"Drawback"  is  a  refund  by  the  government  of  99%  of  the 
duties  paid  on  imported  goods  when  the  same  goods  properly  iden- 
tified are  re-exported  after  being  manufactured.  The  rules  and 
regulations  governing  the  exercise  of  this  privilege  are  complicated 
and  stringently  enforced.  The  goods  imported  pay  the  regular 
tariffs  and  are  entered  through  the  custom-house  in  the  usual 
way,  except  that  a  special  form  of  "entry"  is  used  showing  that 
the  goods  are  intended  for  re-export.  After  they  are  re-exported 
and  satisfactory  evidence  given  that  the  identical  goods  "en- 
tered" were  contained  in  the  manufactured  export,  the  rebate 
is  allowed.  The  refund  may  not  take  place  until  after  many 
weeks  or  even  months  from  the  time  the  duties  were  paid.  Be- 
cause of  these  facts  and  because  each  case  is  separately  considered 
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on  its  own  merits,  the  specialist  in  drawback  matters  has  come 
to  fill  a  useful  place  in  handling  the  technical  details  of  importing 

Customs  attorneys  and  customs  advisors  are  specialists  in  legal 
and  technical  matters  in  customs  procedure.  They  represent 
importers  in  appeals  from  decisions  of  the  customs  appraisers  and 
inother  legal  matters  before  the  Board  of  ^^"^ 
Appraisers,  the  United  States  Courts  of  Customs  Appeals,  ana 
in  other  courts  in  which  customs  matters  are  argued. 

A  bank  may  be  an  auxiliary  agency  in  importing,  in  addition 
to  its  principal  function  in  financing  the  import  trade,  by  aiding 
importers  through  its  service  department,  and  by  receiving  1m- 
S^consSment  for  the  account  of  the  clients  whom  it  ,s 
financing.  The  financing  of  imports  and  the  service  of  the =  banker 

to  the  importer  ^J^™^^ 
chants  themselves  sometimes  periorm  some  01  mc   ,    ,  ° 
functions.  They  may  act  as  bankers,  or  as  agents  of  oanKers 
buy  and  sell  foreign  exchange,  and  finance  the  foreign  seller  or 

the  domestic  buyer.  .   ,  . 

Public  warehouse  and  drayage  companies  are  found  m  aH 

important  ports  and  perform  a  necessary  ^Jf^ee"  or 
for  importers.    Warehouses  and  draymen  may  be    free  or 
"bonded."  To  handle  imported  goods  they  must  be  bonded  by 
the  Federal  Government  and  must  operate  under  the  supervision 
of  a  Federal  customs  officer.   In  addition  to  the  usual  services 
Performed  by  public  warehouses,  that  is,  storage  of  goods  and 
Z  facilitaUngof  commodity  loans  by  means  of  warehouse ^re- 
ceipts-bonded warehouses  serve  the  importer  of  dutiable  goods 
by  making  it  possible  to  buy  merchandise  for  delivery  m  tte 
United  States  in  advance  of  needs  without  payment  of  duties 
That  is  the  merchandise  may  remain  in  the  bonded  warehouse 
for  a  pertoa  not  to  exceed  three  years,  payment  of  duty  being 
Sened  until  the  merchandise  is  withdrawn.   This  also  a  lows 
A  taporter  to  take  advantage  of  expected  reductions  m  toff 
rates,  since  duties  are  payable  at  the  rates  pre  vail,  ng  at  the  time 
of  withdrawal  from  the  warehouse.   They  fort her  mo  make, 
possible  for  the  importer,  under  certain  conditions  to  inspect  the 
take  samples,  repack,  clean,  sort  and  grade,  and  even  to 
Cu facture  in  a  limited  number  of  cases  for  re-export  withou 

actually  paying  duties   If  S00^^ 
fa  the  United  States,  they  may  be  "entered  for  transportation 
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by  the  importer,  loaded  in  cars  and  sealed,  thus  avoiding  the 
necessity  of  paying  the  duty  at  the  coast  port.  Some  of  the  larger 
warehouse  companies  undertake  the  management  of  individual 
private  warehouses  for  others,  as  operating  warehouses  on  behalf 
of  banks  or  other  fiscal  agents  who  desire  responsible  control  of 
collateral  merchandise.  They  may  also  furnish  experts  for 
sampling,  inspecting,  and  appraising  merchandise;  arrange  for 
transportation;  and  undertake  other  services  for  the  buyer. 

There  are  several  classes  of  United  States  bonded  warehouses 
established  by  law.   Class  I  warehouses,  or  "public  stores,"  are 
warehouses  owned  or  leased  directly  by  the  government  for  stor- 
age of  goods  during  customs  examination;  or  for  storage  of  un-" 
claimed  or  seized  merchandise.  The  latter  type  of  public  stores 
are  known  as  "general  order  stores."   Class  II  are  importers' 
private  warehouses  bonded  for  exclusive  use  of  goods  entered 
and  owned  by  the  proprietors.   Classes  III  to  VI  are  general 
warehouses,  yards,  sheds,  grain  elevators,  and  separate  bins 
bonded  by  warehouse  companies  for  general  use  of  importers.  All 
the  bonded  warehouses  included  in  classes  I  to  VI  provide  merely 
for  storage  of  goods  later  intended  for  re-export  or  for  entry  for 
domestic  consumption,  without  payment  of  duty  until  withdrawn. 
Goods  so  stored  must  not  be  removed  from  the  original  package 
nor  changed  in  any  way.  Warehouses  under  classes  VII,  VIII, 
and  IX  are  for  manufacture  in  bond.   They  are  solely  for  the 
manufacture  of  articles  made  in  whole  or  in  part  of  dutiable 
imported  merchandise,  or  of  imports  subject  to  internal  revenue 
tax,  which  are  to  be  re-exported.  No  duties  are  paid  on  imported 
materials  used  in  such  warehouses.    Goods  made  in  a  bonded 
manufacturing  warehouse  must  be  exported,  as  a  general  rule. 
Cigars,  however,  may  be  manufactured  both  for  domestic  sale 
and  for  exportation,  but  only  if  made  of  tobacco  imported  from* 
one  country.   Imported  ores  and  crude  metals  may  be  smelted 
under  bond  and  either  sold  in  the  domestic  market  or  re-exported. 
Other  special-purpose  bonded  warehouses  are  allowed  by  law, 
as  warehouses  for  cleansing  imported  rice  for  export,  or  for  storage 
and  examination  of  tea,  a  duty-free  article  subject  to  examination 
for  quality. 

"Manipulation  warehouses"  were  created  under  the  Tariff  Act 
of  1922  according  to  which,  under  government  supervision,  "mer- 
chandise may  be  cleaned,  sorted,  repacked,  or  otherwise  changed 
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in  condition,  but  not  manufactured,  in  bonded  warehouses  estab- 
lished for  that  purpose,  and  be  withdrawn  therefrom 
tion  without  payment  of  duties.-  J^T^J^TS 
enable  the  importer  to  avoid  the  complications  of  the  drawback 
in  performing  simple  operations  on  merchandise  to  be  remarketed 
in  foreign  countries.  Their  particular  advantage  comes  from  Uie 
opportunity  offered  to  break  up  large  shipments  into  small  units 
?o?distribution  to  small  markets.  The  success  of  the  manipula- 
tion warehouse,  however,  is  yet  to  be  demonstrated  by  experience. 


INTERNAL  ORGANIZATION  OF  IMPORT  HOUSES 

The  internal  organization  of  import  houses  varies  widely,  as 
shown  by  the  accompanying  organization  diagrams  of  several 
typical  companies.  The  nature  and  complexity  of  the  organiza- 
tion depends,  of  course,  on  the  size  of  the  company,  the  nature 
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Figure  5:  Organization  of  export-import  commission  house. 

of  its  business,  the  geographical  extent  of  its  ^^n^J^ 
sonnel  of  its  management,  its  history  and  development,  and  many 
other  factors.  Merchant  houses  handling  a  ^^.J^ 
modities  may  have  a  complex  organization  with  a  multiplicity 
of  departments,  while  a  house  handling  one 
sist  of  only  a  single  individual  merchant  w*h  a  f^^J^ 
A  large  import  organization  may  be  subdivided,  for  admimstrative 
and  management  purposes,  according  to  geographical  divisions, 
according  to  commodities,  according  to  functions,  or  a  combina- 
tion of  all  these  types  may  be  employed. 

♦  Tariff  Act  of  1922.  section 
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The  large  trading  houses  that  do  both  an  export  and  an  im- 
port business  usually  have  a  separate  import  department  sub- 
divided according  to  commodity  groups,  even  when,  as  is  usually 
the  case,  the  export  department  is  subdivided  according  to  geo- 
graphical regions.  Functional  division— such  as  financial,  letter 
of  credit,  exchange,  cable,  insurance,  publicity — will  serve  all 
other  departments  as  well  as  the  import  department,  and  the 
import  manager,  of  course,  coordinates  his  work  with  the  re- 
gional divisions  of  the  export  department. 

The  organization  will  generally  reflect  the  nature  of  the  im- 
porting functions  performed  and  at  the  same  time  the  magnitude 
of  the  business.  For  example,  if  an  importer  handles  large 
quantities  of  certain  commodities  as  a  merchant  distributor,  that 
is,  if  he  imports,  warehouses,  and  resells,  it  is  advantageous  to 
form  a  separate  division  or  department  for  each  important  com- 
modity. The  buying  and  selling  of  each  commodity  may  be  a 
specialized  business,  requiring  a  distinct  personnel,  and  it  is  de- 
sirable to  treat  it  as  a  separate  unity.  An  example  is  furnished 
by  the  organization  of  a  large  importer  doing  a  general  import 
business  chiefly  on  a  "to  order"  or  a  "c.i.f."  basis.  Certain  com- 
modities, however,  are  handled  strictly  on  a  wholesale  merchant 
basis,  as  rubber  or  strawbraid.  The  company,  therefore,  has  a 
"linseed  department,"  a  "strawbraid  department,"  and  a  "rubber 
department."  Other  commodities  and  the  to-order  business  are 
handled  by  a  general  "import  department." 

In  some  organizations  the  import  department  is  merely  a  func- 
tional department,  attending  to  the  technical  details  of  importing 
and  not  concerned  with  the  actual  buying  and  selling  of  goods. 
A  "letter  of  credit  department"  is  another  example  of  a  func- 
tional division,  performing  expert  service  for  all  other  divisions. 
Where  a  large  amount  of  business  is  done  on  a  letter-of-credit 
basis,  such  a  division  is  appropriate. 

Merchants  specializing  in  importing  one  or  only  a  few  com- 
modities tend  to  organize  according  to  the  requirements  of  their 
specialty.  The  basis  is  likely  .to  be  according  to  commodities, 
but  in  some  cases  division  by  geographical  regions  may  be  pref- 
erable. The  wool  merchant,  for  example,  who  imports  from 
several  regions  will  be  likely  to  divide  his  organization  by  re- 
gions, since  the  quality  of  wool  varies  regionally.  One  buyer  will 
handle  Australian  wools,  another  South  American  wools,  a  third 
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Figure  7:  Organization  of  small  wool  merchant  firm. 

South  African,  and  so  on.  So  strong  is  the  influence  of  tech- 
nical knowledge  of  quality  that  the  tendency  is  for  each  indi- 
vidual merchant  to  specialize  in  some  one  or  few  grades  of  the 
product;  in  large  organizations  where  several  products  or  grades 
of  products  are  handled  the  organization  is  likely  to  be  divided 
in  response  to  this  factor,  each  division  being  in  charge  of  a 
commodity  specialist.  One  hide  and  skin  merchant  may  handle 
almost  exclusively  South  African  products;  another  Indian  skins; 
and  a  third  South  American;  if  all  three  regions  are  handled,  the 
organization  is  likely  to  reflect  the  tendency  to  specialization  in 
department  organization. 


FOREIGN  ORGANIZATION  OF  IMPORT  HOUSES 


The  import  merchant  may  establish  buying  relations  in  the 
foreign  market  in  the  following  ways:  (i)  Establish  branch  of- 
fices; (2)  send  buyers  abroad;  (3)  select  exclusive  foreign  buy- 
ing agents  or  representatives,  that  is,  "commissionaires";  (4) 
employ  correspondence  or  cable;  (5)  receive  consignments  from 
foreign  shippers;  (6)  a  combination  of  methods.  He  may  buy 
{a)  directly  from  the  producer  or  manufacturer;  (b)  from  the 
foreign  merchant  or  collectors  in  primary  markets;  (c)  from 
the  exporting  houses  established  in  foreign  ports  or  in  world 
marketing  centers. 

The  advantages  of  a  branch  buying  house  in  the  foreign 
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country  are  obvious,  provided  the  volume  and  character  of  the 
business— actual  or  potential— justify  it.  With  a  branch  or- 
ganization abroad,  the  importer  is  in  a  strategic  posit lot i  to .keep 
fa  touch  with  the  conditions  of  production;  to  establish  direct 
relations  with  producers  or  merchants  in  producing  centers;  to 
take  advantage  of  any  unusual  opportunities  in  the  market ,  to 
give  attention  to  the  demands  and  special  needs  of  his  customers 
to  an  unusual  degree;  to  provide  for  extension  of  credits  to 
producers  or  merchants  where  this  is  desirable  or  necessary ,  to 
orovide  adequate  facilities  for  sorting,  grading,  and  pacKing 
Lods;  and  to  general  to  facilitate  all  the  operations  of  buying 
financing,  and  transporting.  In  some  markets  and  for  a  few 
products,  the  merchants  who  combine  export  and  import .nave 

special  advantages,  since  an  essentially  ^rteVe^0"fJSato 
established,  resulting  fa  obtaining  goods  not  otherwise  obtam 
able  or  not  obtainable  at  competitive  prices    Such  houses  may 
also  at  times  affect  material  savings  on  exchange  transactions, 
although  such  opportunities  are  not  likely  to  K frequent 

Because  of  certain  legal  advantages,  savmgs  m  taxes  and  the 
advantages  resulting  from  the  local  prestige  that  it  gives,  it jb 
frequently  desirable  to  incorporate  the  foreign  branch js  a  sep- 
arate company  under  the  laws  of  the  country  where .e^hed 
There  is  no  uniform  policy  to  this  matter,  even  by  houses  doing 
a  similar  business.  Whether  or  not  separate  incorporation  is 
effected  depends  on  the  laws  of  the  country  and  the  nature  o! 

the  business.  ^sentiallv 
A  policy  of  foreign  representation  that  may  give  essentially 
the  same  advantages  as  the  establishment  of  a  branch  is  pos- 
sible by  selection  of  a  foreign  merchant  as  an  exclusive  buy  ng 
Lmt    If  such  a  foreign  company  is  thoroughly  organized  in  the 
Pacing  country,  and  has  a  weu-esUblished  JP^SS 
rangement  whereby  the  foreign  merchant  becomes  die  exclusive 
buying  representative  of  the  importing  ^'^"^  ^ 
house  the  exclusive  selling  agency  for  ^or"^  ^ U 
the  United  States,  gives  distinct  advantages  to  bo*    M  iffl 
r^nrtpr  with  branches  in  some  markets  may  nna  in  oiner  mai^i* 
SaTelationship  distinctly  preferable  to 
branch.  Some  very  satisfactory  arrangements  of  this  kind ^hav* 
been  established  by  American  importers  with  old  establ^ 
British  or  German  houses  operating  in  foreign  countries,  bimiia 
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arrangements  are  also  made  with  native  houses.  Arrangements 
of  this  kind  are,  of  course,  not  always  possible,  since  it  may  be 
only  by  chance  that  this  type  of  possible  representation  may  be 


Sending  buyers  ahim4  is  to  be  preferred  over  a  buying  branch 
when  (iyrolume  of  purchases  does  not  warrant  the  establishment 
of  a  branch,  or  (2)  the  buying  is  seasonal  in  character,  or  (3)  the 
market  is  so  well  organized  and  the  products  so  thoroughly  stand- 
ardized that  constant  supervision  in  the  field  is  unnecessary  or 
only  slightly  desirable.  The  active  buying  period  for  some  com- 
modities may  extend  over  only  a  few  months,  or  even  a  few 
days  of  the  year,  and  resident  buyers  and  office  force  could  not  be 
kept  profitably  employed  the  year  round.  Such  is  the  character 
of  wool-buying  in  Australia;  hide-  and  skin-buying  in  India; 
coffee-buying  in  Venezuela  and  Colombia;  fur  auctions  in  Europe; 
or  the  buying  of  style  goods  in  France  or  England  at  the  seasonal 
displays.  Periodic  visits  of  buyers  under  such  circumstances 
serve  all  requirements. 

Purchase  by  correspondence  or  by  cable  is  nearly  always  pos- 
sible, particularly  for  goods  that  are  standardized  and  purchased 
in  well-organized  markets.  Foreign  merchants,  or  even  large 
producers,  as  well  as  brokers  of  good  standing,  can  be  relied 
upon,  when  carefully  selected,  to  give  satisfactory  service  in  this 
indirect  way.  Large  amounts  thus  are  purchased  each  year  by 
merchants,  the  offers  and  quotations  made  and  received,  and  the 
bargains  closed  without  any  other  agency  than  the  mails  and 
the  cable. 

LOCATION  OF  IMPORT  HOUSES 

Most  of  the  large  general  importers  are  located  in  New  York. 
As  the  largest  import  center  of  the  United  States,  New  York 
location  is  regarded  as  essential  for  many  lines  of  goods.  This 
is  particularly  true  of  manufactured  goods,  and  of  many  raw 
materials  as  well.  New  York  is  not  only  the  center  of  the 
dense  population  of  the  North  East;  it  is  also  the  center  of  the 
greatest  industrial  region  of  the  United  States.  But  the  New 
York  district  is  more  than  a  large  consuming  center;  it  is  also 
the  marketing  and  distributing  center  of  most  lines  of  goods  over 
a  large  part  of  the  United  States  and  Canada,  the  re-export  cen- 
er  for  goods  destined  to  foreign  countries,  the  financial  center 


66 


IMPORT  PURCHASING 


of  the  country,  and  the  port  with  the  most  frequent  and I  the 
I  widest  distributed  steamship  connections.  Ie i  iq»,  53-1 A  « 

all  imports  into  the  United  States  entered  through  the  Mew 
York  customs  district.  . 

The  specialized  importers,  however,  locate  not  as  much  m  reter- 
ence  to  the  general  importing  importance  of  New  York  as  in 
relation  to  the  markets  for  their  special  P™ducts-    Wool  im- 
porters and  brokers,  for  example  are  ound  chiefly  in  Boston 
knd  in  Philadelphia,  the  two  chief  wool  textile  centers^  Like- 
wise hide  and  skin  importers  are  found  in  largest  number  in 
these  same  cities  since  the  leather  trade  centers  are  m  New  fcng- 
land  and  in  the  region  around  Philadelphia.  Raw  silk  importers 
on  the  other  hand,  are  practically  all  located  in  New  York  the 
center  of  the  silk  industry.  Sisal  imports  come  largety  mt .  New 
Orleans,  although  some  of  the  krgest  f*^"^**™ 
Boston  and  New  York.  Several  specialized  importers  ot  manu 
factured  goods  also  are  centered  in  cities  other  than  New  York. 
As  an  example,  the  largest  import  merchants  of .  chl™™* m 
the  United  States  are  located  in  coast  cities  other  than  New  xorn 
and  in  interior  cities. 

ORGANIZATION  FOR  DISTRIBUTION  IN  THE  UNITED  STATES 

, ,     Since  the  import  merchant  brings  into  the  ^JJ0^0* 
others  or  for  resale  to  others,  his  successful  openi^  nrv^s 
!  an  ability  to  obtain,  develop,  and  hold  customers  in  the  American 
■  i  market  or  other  countries  to  which  he  may .  re-expc £  The  im- 
1  1  porter  who  also  is  a  distributor  may  sell  only  tc .  the  large  d  s 

|  uibutors  in  the  leading  market  centers,  such  "J"**™*. 

erocers  or  dry-goods  merchants  in  New  York  and  cnicago, 
XTmaller  whoiale  «^  t^SS 

directly  to  the  department  stores,  ^^^^^^3 
manufacturers,  or  other  consume^    ^^^^  J 
1  his  organization  for  reselling  will  depend  upon  the  degree  i 

which  he  attempts  to  reach  the  yj^^^%m^wS 
Lieral  importers  who  attempt  wide  distribution  to  small  whole 
^JTSSis  maintain  elaborate  selling  organization^ 
oSers  who  deal  only  with  the  large  distributors  or  who  maintain 
i  *•  I  lw  or  Drimarily  with  manufacturers  need  a  less  ex- 
^  relations  only,  or  primarily,  wilu  j5ctr:u11t;ftn  of  imported 
tensive  organization.   Organization  for  distribution  ot  import 
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goods  does  not  offer  any  problem  essentially  different  from  the 
wholesale  distribution  of  domestic  products. 

Some  importers  maintain  branch  offices  in  various  market 
centers  in  the  United  States;  others  direct  their  selling  activities 
entirely  from  the  main  office,  usually  in  New  York.  The  nature 
of  products  to  be  sold,  the  extent  of  distribution  to  be  attempted 
and  the  market  situation  in  various  parts  of  the  United  States 
are  the  chief  factors  in  the  decision  to  establish  branch  selling 
houses.  Several  of  the  large  general  import  and  export  commis- 
sion houses  have  branches  in  New  Orleans  and  San  Francisco. 
These  cities  combine  advantages  both  for  importing  and  for 
distribution  to  the  areas  served  by  each  center.   Los  Angeles, 
Seattle,  and  Portland  are  other  centers  used  on  the  Pacific  Coast, 
and  Charleston,  Atlanta,  and  Galveston  for  the  South.   The  lo- 
cation of  branches  is  frequently  determined  chiefly  by  the  prod- 
ucts principally  handled,  since  the  branch  will  be  located  in  ref- 
erence to  the  market.    For  example,  several  of  the  large  New 
York  houses  importing  from  Latin  America  maintain  branches 
in  New  Orleans  and  San  Francisco,  primarily  in  reference  to 
the  importance  of  these  cities  as  the  leading  coffee  markets  next 
to  New  York.   A  large  importer  of  Chilean  nitrates  maintains 
offices  primarily  for  nitrate  distribution  in  several  cities  well  sit- 
uated for  fertilizer  distribution.    Boston  wool  merchants  fre- 
quently have  branches  in  Philadelphia  and  in  Cleveland,  the 
largest  wool  textile  center  of  the  West.   New  York  coffee  im- 
porters are  likely  to  have  branches  in  the  important  markets  of 
New  Orleans  and  San  Francisco  and  in  interior  cities,  such  as 
St.  Louis  and  Chicago  (see  Chapter  V). 

Selected  References: 

*'  C°Zm*?Dl  U-  T-rS°Hon  Manufacturing  Industry  of  the  United  States,  chaps. 

«n;nffidJ1\The^mp0rtJTrade;  chaPs-  ™'  and  ^  Eng»sh  and  Con- 
tinental  Markets;  Harvard  University  Press,  1916. 

a"  DR^lsd    c2^^.°^^^ chap-  xiii> Foreign  Traders;  The 

5'  ^tJbJS^vZ"^  Mark6t5>  ChapS-  **  aDd  *  ^mans, 
«•  Stern,  Carl  W.  Importing;  New  York  Business  Training  Corporation,  1916. 
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turer  or  other  consumer  of  toreign  gooab,  ui  «j  omDi0v- 

Sbutor,  directly  from  ^.^^X 
mpnt  of  merchandising  middlemen  in  the  United  amies,.  * 
T™l  Sees  of  "directness"  in  importing.  The  con  umer 
n^ulXtes  may  buy 

foreign  country  without  the  interposition  of  any  mer.^lslQ? 
midEmen  whatever  either  in  the  United  States  or  in  the  for 
S S,    This  is  the  most  direct.  He  may  buy ^m  the  pri- 
mary markets  abroad  at  auction  sales,  or  at bte, or  ftom  t 
collecting  merchants  in  those  ^m^l^l'0TJe  Z 
the  merchants  directly  in  the  m  enor  ^"•T^^ 

porters  and  ^,«^^S^^SSS^S^ 
have  purchased  from  the  small  mercna  fa  of 

assembled  l^^^SS  2  «K  a  direct  import- 

^^^SSSTeiSfa  the  first  instance,  he  has  not 
ing  business,  }         middleman  in  the  foreign 

bought  from  the  producer  but  trom  a  miauici 

'^"direct"  importer,  furthermore,  may  deal  directl> r  with 
fJSkr,  sending  his  own  salesmen  out  rom the United  »** 

EcitrTo^el^ma^  purchases  trough  agents  or 

Sotos  ta  the  foreign  market,  and  hire  freight  forwarders  and 
brokers  in  ine iwn us  >  attend  to  all  ^ 

ST^i^f^the^^  country  and  for  entry 
details  of  shipment  trom  ine  iu"=s  ,  rchandise 

to  be  "direct."   Direct  importing  may  be  earned  even  iu 
San  purchasing  from  foreign  producers  and  merchant^  A 
nXfacIurer,  for  example,  may  himself  produce  the  products 

^5  JiJ 
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he  imports,  as  when  he  builds  a  factory,  establishes  his  own  j 
plantation,  or  develops  and  operates  his  own  mines  in  the  for-  ! 
eign  country  in  order  to  assure  himself  of  adequate  supplies  of  J 
imported  products. 

The  development  of  direct  importing,  both  by  manufacturers 
and  by  domestic  merchants,  has  been  less  rapid  than  has  direct 
exporting.  This  is  due  largely  to  two  reasons.  In  the  first  place, 
the  purchasing  of  raw  materials  is,  on  the  whole,  well  performed 
by  importing  middlemen,  and  in  many  cases  the  merchant  mid- 
dleman is  indispensable;  in  the  second  place,  less  attention  has 
been  given  by  American  producers  and  merchants  to  the  prob- 
lems of  purchasing  than  to  the  problems  of  selling.   Because  of 
the  nature  and  problems  of  foreign  trade,  the  early  development  I 
of  both  importing  and  exporting  was  largely  in  the  hands  of  the 
specialists— the  import  and  export  merchants,  commission  men 
and  brokers.    The  great  emphasis  that  has  been  given  in  the 
United  States  to  exporting  in  recent  years  has  resulted  in  a 
rapid  development  of  direct  foreign  selling  by  the  sales  depart- 
ments of  manufacturing  houses  that  export.    Corresponding  i 
thought  and  attention  has  not  been  given  to  the  problems  of  im- 
porting.  Large  purchasers  of  foreign  merchandise,  such  as  the 
department  stores,  have  until  recently  paid  little  attention  to  * 
direct  buying.   The  smaller  stores  have  been  unable  to  do  so  in 
the  nature  of  the  case.  With  the  increase  in  the  size  of  stores, 
and  with  the  development  of  cooperative  systems  of  foreign  pur- 
chasing, at  the  present  time  direct  buying  abroad  has  become 
widespread  among  the  department  stores  and  other  large  retail- 
ing organizations,  such  as  the  chain  stores. 

DIRECT  IMPORTATION  OF  RAW  MATERIALS  AND  CRUDE  FOODSTUFFS 

.  An  ine^ng  is  also  being  given  to  the  ^ 

importation  of  raw  materials  by  manufacturers  and  other  large 
consumers.  This  is  manifest  in  the  increasing  number  of  manu- 
tacturers  who  have  taken  control  of  foreign  sources  of  production  { 
or  who  have  established  direct  relations  with  foreign  producers 
ana  merchants.  It  is  also  evident  in  the  interest  now  apparent  in 
cooperative  buying  and  the  formation  of  cooperative  import 

"sines  gives  an  importance  to  raw-material  selections  found  in 
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no  other  industrial  country.  Mass  production,  standardization  of 
no  otner  ln"u*  ;nrreasme  use  of  automatic  machinery,  high 
product  and  process,  increasing  use  ui  a  .  .  reasm„ 

labor  costs,  high  quality  of  finished  product  demanded,  greasing 
n^  of  effectinglll  possible  economies  in  V«Z^£££* 
tional  competition  increases-all  these  put  emphas^  on ^  the need 
w«.n  elected  raw  materials  for  American  mills.  The  raw  mate- 
Si  mult of  SJTnd  uniform  quality.  It  must  be  depend- 
ant bothVmeet  the  requirements  of  the  automotive  ma- 
chine a?d  She  standard 

assurance  that  the  raw  material  will  come  in  sufficient  quantity 
and  with  the  regularity  necessary  to  keep  the  plant  operating 
and  witn  ™e  *  &  '  ity.  Selection  of  raw  materials  by 
uniformly  at  maximum  capacuy.  ^  w.  and  for 

competent  buyers  becomes  more  and J™6.^^ 
this  reason  American  manufacturers  are  paying  ™°J*™^S 
direct  purchase  of  their  raw-material  needs  m  foreign  country 
The  arguments  that  may  be  advanced  in  favor _of  direct 
importation  of  raw  materials,  including  crude  foodstuffs,  may  be 
summarized  as  follows: 

,  Savings  in  middleman's  profits,  fees,  and  commissions,    rms  is 
fraauently  the  first  appeal— economies  in  purcnasing. 
TSer  selection  of  goods  of  the  special  quah*  desired  by  h 
manufacturer.   With  his  own  organization  dealing  1 
foS "market  it  is  thought  that  the  manufacturers  opportunity 
better  choice  may  be  increased.  fcta  for  securing 

3-  Ability  to  take  advance  of  unus J^*-*— 

TSved  Ta£et  —  -£t^^W£ 
the  tendencies  of  the  market  As ;  a  o irec x  ou £  ,  t  a£fect 
pe.led  to  keep  in  closet  p<*s.b.e  contact  wOh j^-JJ^  J^^. 
quality  or  costs;  hence,  he  can ?  following  way: 
The  disadvantages  may  be  summarized  in  me  u>       *  ' 

x.  Direct  purchasing ^^^^StS^S 
or  retailer  which  had  better  be  borne  by  tne  import 

^flf  Actuations,  which  are  likely  to  be ,  greater  in  imported 
articles  because  of  the  long  period  between  time  of  purcnase 
and  time  of  delivery;  .  .  _lirrv,as. 

*)  Exchange  risks,  a  feature  entirely  absent  in  domestic  purchas- 

c)  lSs  or  non-delivery  of  goods,  probably  a  greater  risk  than  in 
domestic  trade; 


the 
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d)  Delivery  of  goods  of  inferior  quality— if  quality  is  not  up  to 
grade  a  manufacturer  suffers  directly  from  lack  of  proper 
material,  and  he  can  less  easily  resell  goods  not  suitable  than 
srchant  importer. 

jrchasing  often  gives  the  buyer  less  extensive  assortment 
of  qualities  and  grades,  since  he  is  not  likely  to  be  in  so  close  touch 
with  all  sources  of  supply  as  the  merchant  who  specializes  in  the 
product,  and  purchases  large  quantities  of  all  grades  in  all  markets. 

3.  Increases  in  overhead  expenses  may  more  than  balance  savings 
made  in  eliminating  importer's  profits,  commissions,  brokerage  fees, 
and  so  forth.  Such  overhead  expenses  are  involved  in  increased  size  of 
the  organization  at  home,  traveling  expenses  of  buyers  sent  abroad, 
branch  buying  offices  abroad,  warehouse  expenses,  and  other  expenses 
made  necessary  by  establishing  direct  relations. 

4.  Increase  in  capital  requirements  may  be  necessary  due  to  the 
necessity  of  carrying  stock,  of  financing  imports  over  longer  periods  of 
time,  in  making  advances  to  producers,  and  so  forth. 

5.  Direct  importing  brings  the  manufacturer  in  competition  with 
agencies  which  have  specialized  in  the  technique  of  importing  and  are 
organized  to  perform  all  importing  services  efficiently.  For  example, 
the  import  and  export  merchants  may  be  able  to  do  a  barter  business 
in  unorganized  markets,  resulting  in  distinct  economies  in  purchasing, 
or  they  may  have  extensive  facilities  for  collecting  merchandise,  giving 
credit  facilities,  and  in  performing  other  services  that  the  individual 
direct  importer  can  rarely  so  well  perform. 

6.  If  many  independent  consumers  are  purchasing  in  the  same 
market  and  bidding  against  one  another,  prices  are  likely  to  be  increased 
as  a  result.  The  seller  may  gain  the  idea  that  demand  is  greater  than 
it  actually  is. 

7.  The  purchasing  organization  of  a  consumer  of  raw  materials  should 
not  be  restricted  to  any  one  method  or  any  one  market.  The  purchas- 
ing organization  should  be  free  to  buy  where  it  can  obtain  goods  to  the 
best  advantage,  using  the  method  best  adapted  at  any  given  time. 
Purchases  in  the  domestic  market  from  jobbers,  from  importers,  or 
through  brokers  may  at  times  be  more  advantageous  than  direct  pur- 
chasing. 

The  above  advantages  and  disadvantages  do  not  apply  equally 
to  all  raw  materials  or  to  all  users  of  imported  raw  materials. 
Neither  do  all  the  factors  mentioned  apply  to  any  one  raw  mate- 
rial. In  a  general  way,  it  may  be  said  that,  assuming  the  con- 
sumption of  the  individual  manufacturer  to  be  sufficiently  large, 
direct  importing  of  raw  materials  or  semimanufactured  goods  is 
likely  to  be  favored: 

1.  Where  the  materials  are  bulky  and  are  moved  in  cargo  shipments, 
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as,  for  example,  iron  ore,  china  clay,  petroleum,  asphalt,  nitrates, 
asbestos,  jute.  .       ,.  nrn 

When  the  resources  are  found  in  J**™™^ 
ducing  or  marketing  center  or  m  a  few  large  centers 
Lerials  are  not  ^scattered  in  small  <^^tn££*S^  *SS 
or  purchasing  branches  are  necessary  ^  ^^^~t  skins, 

above  paragraph  are  ^^J^^S^^i  Tarns  foreign 
Manila  hemp.   When  a  commodity  is 

producer  or  by  a  combination  of  ^^^if^B,^'SSd^« 
the  product  were  produced  in  a  single  center  Jf^^ 
and  localized  centers  of  production  exist  the  facility  foi duect wntact 
Tre  still  further  increased.  Yearly  contracts  may  be  entered  mto  wrth 
large  producers  or  large  merchants  l^ch  centers  J  3^ 
specified  grades  or  qualities  of  materials.  . Examples  ol lar P  g"™*" 
talocalized  centers  of  production  are  to  be  found  m  *e  ™JJ«lJ« 
tations  of  the  Far  East,  the  coffee  P^s^^  ^SKS 
of  Australia,  the  producers  of  ^^J^J^J'JS^A 
-,  When  the  raw  material  needs  special  selection  for  quality  ana 
m3HP    Examoles  are  raw  furs,  bristles,  ivory,  tobacco,  goat  skins.  If 
^ods^hShlTs^ndardized  into  well-defined  grades,  direct  ^pur- 
ctlnTmS ^  notVso  de-hie,  since  purchas  tag  * 
grade  or  description  without  personal  supervision  of  the 

or^Setducts  such  as  f rjsh  M^^T  * 

vemilation  facilities  or  ^^^.^."^^ST^Li^  or 
e  When  the  existing  organization  for  production,  collection  or 

JkSLg  is  inadequate  in  the  ^f^^  ^L^t^ 

foreign  market  u so ^rgan        hen  ^  considerations  would  favor 

direct  irtmg  tne  existing  agencies  and  organization  in  a  market  or 
aireci  importing,  ©  efficient  that  d  rect  relations  are  undesir- 

xTSenTfor  many  "oreign  Queers  to  establish  sell tag 
in  the  United  States  may  relieve  the  manufacturer  from  the 
Saltan*  g^ScdyTthe  consumer;  he  may  JddM,  m  the 
domestic  market  with  the  foreign  producer  or  merchant. 

Several  large  consumers  in  the  United  States  have  developed 
direct  purchasing  to  the  point  of  complete  control of [P^™' 
transportation,  and  importation  For  examp e  the  Betideh em 
Steel  Company  owns  and  mines  the  iron  """.^le  operates  a 

fleet  of  ore-carrying  vessels  ^^t^t^  t^  sSi- 
brings  the  ore  direct  to  its  plants  in  the  United  States.  Simi 
larly*  the  United  States  Rubber  Company  owns  and  operates,  di- 
rectly or  through  subsidiaries,  rubber  plantations  in  Sumatra,  the 
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Barber  Asphalt  Paving  Company  controls  production  of  asphalt 
in  Trinidad  and  Venezuela;  the  Standard  Oil  Company  produces 
petroleum  and  operates  tankers  from  foreign  fields  to  the  refineries 
in  the  United  States;  the  United  Fruit  Company  owns  and  oper- 
ates banana  plantations  in  Central  America,  has  built  and  operates 
railroads  to  the  shipping  ports,  operates  its  own  fleet  of  specially 
constructed  steamships  from  the  export  ports  to  New  Orleans, 
New  York,  and  Boston,  and  from  these  import  centers  distributes 
fruit  to  the  wholesale  fruit  dealers  throughout  the  United  States. 

Raw  materials  that  are  non-bulky,  of  wide  geographic  distribu- 
tion, well  standardized  as  to  grades,  and  handled  through  long- 
established  and  well-organized  markets  do  not  offer  the  same  op- 
portunities or  the  same  necessity  for  direct  importing.  Examples 
of  such  raw  materials  are  many  gums  and  resins;  shellacs;  crude 
drugs;  tanning  materials;  spices;  grains;  cocoa  beans;  raw  cotton. 
Even  in  the  case  of  these  classes  of  raw  materials,  however,  direct 
importing  may  be  feasible  if  the  purchases  by  the  manufacturer 
or  merchant  are  large  enough  to  insure  the  economies  or  other 
advantages  desired.  The  development  of  cooperative  purchasing 
would  further  extend  the  possibilities  of  direct  importing  to  such 
materials. 


DIRECT  IMPORTATION  OF  MANUFACTURED  PRODUCTS 

li   ■  ■  r  

The  considerations  influencing  the  direct  importation  of  manu- 
factured  products  do  not  differ  essentially  from  those  discussed  in 
the  preceding  section  for  raw  materials.  The  chief  differences  lie 
in  the  fact  that  the  great  bulk  of  raw  materials  are  for  the  use  of 
manufacturers,  that  most  raw  materials  have  been  to  a  greater  or 
less  degree  standardized  as  to  qualities  and  grades,  and  that  jthe 
processes  of  marketing  and  the  markets  themselves  have  become 
well  established  and  well  organized.  While  these  considerations  do 
not  hold  for  some  raw  materials  and  crude  foodstuffs,  they  char- 
acterize this  group  of  commodities  as  a  whole.  One  great  group 
of  manufactured  products— the  staple  or  standardized  goods— are 
influenced  by  similar  considerations  in  their  importation  as  are 
the  major  number  of  crude  materials.  The  other  large  group  of 
manufactures— those  requiring  selection— are  influenced  by  simi- 
lar considerations  as  the  small  group  of  raw  materials,  like  fur 
skins,  that  require  individual  selection.  The  differences  between 
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•  anA  _,w  materials  that  influence  the  processes 
manufactured  goods  and  raw ^temis  tna     Individual  seiection 

of  purchasing  are  ^^^JSL  £L  case  of  manu- 
i  is  more  likely  to  influence  purchasing  pouae 

fertured  eoods  than  n  the  case  of  raw  materials,  sim-c 
'  facSredl  gCls  on  the  whole  require  a  greater  degree  of  personal 

.  "Scase  of  raw  -^^^££2^ 
who  may  be  largely  interested  in  direct  importing   name  y 

dividual  consumer  himself  may  import  a"recu> 

^^irr^fi  ass 

purchasing.  First,  standard  products  or  staples,  . 

g°te  first  dass^taples^are  f^^^^^t 
standardized  as  to  character  ^^jf^  They 

SiS S  5  «  ^  oualit/is  as  <^.^££ 
S  usually  can  be  made  ^^fY^^^ 
r"mnl(1,  of  such  goods  are  certain  classes  of  cotton  piece  goo0.5— 
SLs  si  rtings!  ducks,  and  the  like;  chemicals;  many  iron 
SdSptdU  such  as  rods  bars,  «^>*™^ 
flour.  Some  of  these  staple  ^^^^S^ 

m^^^^J^S^m  purchased  by  the 
of  other  products.  ^™  ?**™'*ZZlmptiol  The  purchase 

S  H  connected  with  tg^^gF^  involve 
The  second  class — selection  goods    are  uiuac  ™« 

peSnaltste  and  select^ ,  in FSf^J^S?*^ 

^\^Xt1^    k^m^T^ry;  clothing;  laces; 

^Cm«S— ;  scientific  instruments; 
jewelry;  chinaware,  musical  inswuu.c    >  .  h 

agricultural  and  industrial  machinery;  finished  P*"  ^\ 

as  cotton  prints,  fancy  woolen  dress  goods,  and  so  form,  ma  , 
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of  this  class  of  goods  are  available  for  immediate  consumption  by 
the  ultimate  consumer;  others,  as  fancy  woolen  dress  goods,  are 
purchased  by  the  manufacturer  for  making  into  style  or  selection 
goods.  The  line  of  separation  of  the  two  classes  is  not  always 
clear.  There  is  present  a  greater  or  less  amount  of  "selection" 
even  in  staples;  and  style  goods,  such  as  clothing,  gloves,  and  hats, 
often  have  a  considerable  degree  of  standardization.  Certain 
classes  of  machinery  used  in  a  mine  or  mill  through  long  usage 
may  become  "standard"  throughout  the  world;  other  classes  may 
involve  personal  examination  and  selection  in  their  purchase  by  f 
the  mill  owner  or  the  mining  company.  The  need  for  direct  pur- 
chasing of  merchandise  is  directly  proportional  to  the  degree  of 
selection  necessary  in  obtaining  the  desired  goods. 

ORGANIZATION  FOR  DIRECT  IMPORTING  BY  THE  MANUFACTURER 

The  manufacturer  may  organize  for  direct  importing  in  several 
ways.  A  separate  import  department  may  be  established  or  im- 
porting may  be  made  a  function  of  the  general  purchasing  organi- 
zation. If  a  separate  department,  it  may  be  as  a  division  of  the 
purchasing  or  some  other  department,  or  as  a  coordinate  depart-  A 
ment  with  the  purchasing  department;  it  may  be  located  at  head-  £ 
quarters  or  at  the  seaboard;  or  it  may  be  a  separately  incorpo-  c 
rated  company  under  full  control  of  the  parent  company.  Instead 
of  a  separate  import  organization,  importing  may  be  carried  on 
through  forming  or  joining  a  cooperative  buying  organization. 

In  the  foreign  country  the  direct  importer  may  establish  con- 
nections in  the  same  manner  as  the  import  merchant,  as  described 
in  Chapter  III.  Branch  buying  houses  may  be  established  or  pur- 
chasing may  be  done  through  buying  agencies  or  commissionaires 
under  exclusive  agreements;  buyers  may  be  sent  abroad  periodi- 
cally or  relations  with  foreign  sellers  may  be  maintained  by  cor- 
respondence and  cable;  warehouses  or  assembly  plants  for  simple 
preparation,  grading,  and  storage  of  products  may  be  maintained 
m  connection  with  the  branch  house,  or  full  control  of  production 
and  sale  may  be  established  by  ownership  and  operation  of  planta- 
tion, mine,  or  factory.  The  method  of  organization  employed  will, 
of  course,  be  determined  by  the  size,  nature,  and  financial  re- 
sources of  the  company,  the  products  dealt  in,  the  conditions  in  the 
foreign  market,  and  other  factors.  The  establishment  of  direct 
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since  the  purely  technical  functions  ol  ^porung  * 
the  hands  of  the  custom-house  brokers  freight 
other  specialist,  ^J^^^S^^ 
T^cSX  mea"  oTseTding  o^eVto  Ls'e  countries  or 

^z^X^zde  in  united  states 

dollars  and  in  markets  that  are  well  organized. 


THE  IMPORT  DEPARTMENT  AND  THE  SEPARATELY 
ORGANIZED  IMPORT  COMPANY 

For  the  manufacturer  yo^1^  ^ 
department,  independent  of  the  purcn af  ^  ^  h;ther  do. 
rarely  undertaken.  The  procuring  of  all  mate.na!™n„^ent 
Si  or  imported-is  a  function  of  ^^^^ 
If  some  of  the  imported  material  can  better  be  oDtainea  ay 
r  Sns  while  oUier  materials,  or  the  M"*^1*^ 
rimes  can  be  obtained  more  advantageously  through  the  import 
times,  can  uc  uuu»«  _,_rw  it  is  evident  that  a  division 

i„g  middlemen,  or  in  the  open  market^  s  evioe ni 
of  function  according  as  relations  are  direct  or  Uirougn  nuu 
menwould  have  no  reasonable  foundation.  Purchasing  in  all  its 
SeTbelongs  to  the  purchasing  department  where  such  exists. 
?^avte  X  special  buyers  will  need  to  be  employed  for  un- 
it may  De  tnai  specuu    *  , .      ^     me  reiat10n  to 

ported  V^^^S^St  P-ducts. 

the  purchasing  department  as  Duy ci  =»  w  ,  ^_vpr     av  De 

i  technical  details  of  handhng 

advantageously  given  *°  Such  a  division,  how- 

group  of  products  are  directly  •      „urcnasing  of  g0ods 

£er,  would  be  concerned  less  with  ^J^^^£  !t  inl- 
and more  with  the 

port  and  tariff  procedure   It w0"^  be  a  division 

™>rfnrmpd  bv  a  custom-house  broker,    it  mignt  oe  *  u  v 

trlffir  department  or  a  part  of  the  purchasing  depart- 
under  the  traffic  department  or  of  f  «import 
ment  or  an  independent  department.  This  is  tne  type  01  ^> 
^rtmeS"  established  by  some  department  stores.   (See  Chap- 
SvTS  is  not  concerned  with  the  actual  problems  of  buying, 
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but  with  the  problems  of  bringing  in  the  goods  after  purchases 
have  been  made  by  the  buyers.  It  is  a  department  for  perform- 
ing technical  services  connected  with  importing. 

A  separate  import  purchasing  division,  however,  may  be  desir- 
able in  a  large  organization  for  certain  important  products  pur- 
chased in  large  quantities.  Such  a  division  should  be  a  part  of  the 
larger  purchasing  department  and  directly  under  the  chief  pur- 
chasing officers. 

A  separate  import  department  established  at  a  seaboard  city 
may  be  desirable  for  an  interior  manufacturer  or  merchant.  Such 
a  department  would  be  able  not  only  to  handle  the  technical  de- 
tails of  importing  at  the  entering  port,  but  would  be  in  position 
also  to  keep  closely  in  touch  with  the  import  market  and  to  ar- 
range for  indirect  purchases  in  the  market  as  well  as  for  direct 
purchases.  In  the  case  of  large  corporations  requiring  very  large 
purchases  abroad,  separately  organized  buying  companies  may  be 
formed.  The  advantages  of  separate  incorporation  are  largely 
legal,  one  of  the  chief  advantages  being  that,  in  its  relations  with 
the  foreign  seller,  the  parent  company  is  not  directly  involved. 
In  financing  its  imports,  and  in  other  ways,  this  may  be  distinctly 
advantageous. 

Cooperative  importing  and  general  methods  of  raw  material  im- 
porting^are  -discussed  in  Chapter  V. 

DIRECT  IMPORTING  BY  RETAIL  MERCHANTS 

The  retail  merchant  may  choose  to  purchase  directly  in  the 
foreign  market  rather  than  through  the  import  houses.  The 
larger  department  stores,  grocers,  art  stores,  and  other  large  re- 
tailers, have  long  purchased  direct.  Because  of  the  need  of  per- 
sonal selection  in  most  classes  of  manufactured  goods  purchased 
for  resale,  direct  importing  is  of  special  importance  to  the  retail 
merchant.  Because  of  the  expense  involved,  however,  only  the 
larger  stores  and  the  specialty  stores  have  been  able  to  develop 
oirect  import  buying  on  a  large  scale.  Retail  merchants  maintain 
airect  contacts  by  the  following  methods: 

*'  ctenZ^UdenCe  Whh  f°reign  Producers  and  mer" 

y  2.  Buyers  sent  abroad  direct  to  manufacturers; 
\*  fiuying  through  European  commissionaires; 
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a.  Branch  buying  house  abroad; 

5.  Membership  in  cooperative  buying  associations , 

6.  Group  buying.  ^ 

The  problem  of  retail  store  importing  is  discussed  in  Chapter 

Selected  References: 

See  references  at  end  of  Chapter  V. 
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S  OF  PURCHASING  AND  DISTRIBUTING 
IMPORTED  GOODS 


METHODS  OF  PURCHASING  RAW  MATERIALS 

The  consumer  of  imported  raw  materials  has  available  the  fol- 
lowing methods  by  which  he  may  obtain  merchandise  produced  in 
foreign  countries.  He  may  purchase  through  or  by  means  of: 

1.  General  purchasing  agents  in  the  United  States 

2.  Jobbers  or  wholesalers  in  the  United  States , 

3.  Import  merchants  and  commission  houses 

4.  American  selling  organizations  of  foreign  producers  or  mer- 
chants 

5.  Import  brokers  or  commissionaires  in  the  United  States 

6.  Brokers  or  commissionaires  in  foreign  markets 

7.  Auctions  in  the  United  States 

8.  Auctions  in  foreign  countries 

9.  Fairs  in  foreign  countries'* 

10.  Correspondence  or  cable 

11.  Buyers  sent  abroad 

12.  Permanent  branch  buying  offices  abroad 

13.  Membership  in  cooperative  import  buying  associations 

14.  Control  or  ownership  of  factories,  mines,  or  plantations  in 
producing  countries  , 


-1  15.  Combination  of  two  or  more  of  above  methods 

Not  all  of  these  methods  are  available  for  every  commodity, 
and  rarely  will  the  purchaser  depend  on  one  method  only.  The 
agencies  that  will  be  employed  by  any  particular  consumer  in 
obtaining  supplies  of  foreign  goods  are  dependent  on  many  fac- 
tors, such  as  the  size  of  the  firm,  the  variety  and  nature  of  the 
materials  imported,  custom  and  organization  of  the  trade,  the 
personnel  available,  and  the  relations  previously  established. 
In  general,  it  may  be  said^  that  the  buying  organization  should 
oe  so  elastic  that  a  purchaser  may  be  able  to  take  advantage  of 
any  favorable  condition  in  regard  to  price  and  quality.  Rarely 
will  it  be  wise  to  establish  any  rigid  policy  or  build  up  any  organi- 
zation that  cannot  be  adapted  to  the  situation  at  any  given  period. 
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In  some  commodities,  direct  importing  may  be *n 
others  not.  In  some  markets  it  may  be  well  to  purchase  direcUy 
in  others  the  same  commodity  is  better  P^rf^J 

*C  ffS  Z^o?^"%«X  -morroTJ 

Sfbe  SSSSi  C romythe  JgjJ*; 

i  *    rw.*^  mav  frpnuentlv  be  the  determining  lactor,  wun 
market.  Custom  may  trequenuy  uc ;  ui 

little  reference  to  the  absolute  merits  of  the  methods  mat 

developed.  ,   happens  that  a  manufacturer 

For  these  reasons  it  very  rareiy  uoFFv  .      _f  vainer 

chase  pig  iron  in  the  - *m£"can  ™  . '  ^  h  a  representative 
price  advantage  by  buying  Indian  pig  »r°uS  *  k  he 
of  the  British-Indian  iron  producers  in  New  York  J^JJ* 

i      u:„  „^.r  Hirectlv  bv  cable  with  a  Belgian  proaucer. 
TJ^M^eoS  or  the  chief  consideration,  the 
P  T^Jr^ft  be  abte  to  take  full  advantage  of  the  market 
manufacturer  ^^f^^     rice  considerations  may  not 

SESwiS?  StyTg^,  dependability*  delivers 
durance  ^^^S-H^V^Z 

SSTLSS^^b^^^  <*  even  his  own 
sumer  to  estaDiis>n  m»  uwi*  ^  j  ©  .  _^w_j;hVc  Tn  the  long 
producing  facilities,  abroa 1  for  cerUir 

run,  however,  for  most  raw  materials  wwebi  |*«*  . 
™hh  aualitv  must  be  the  determining  factor;  and  Bnportmg 
witn  quamy  »  «■=  ,  _,v  be  bought  when  and  where, 

methods  must  be  such  that  goods  may  De  Dougm 

all  things  considered,  they  can  be  JJf^J^ ^ ^f  supply 
purchasing  officer  must  keep  in  touch  with  all  sources  oi  pp 
v,  „,  .;fv  v.-,  method  to  meet  the  situation  of  the  hour. 
MFo"t^  ™  small  quantities,  which  are  highly 

snecialUed  and  secured  from  a  wide  range  of  sources,  the  gen- 
specianzeu  «.u  wholesaler  may  give  the 

eral  purchasing  agent,  the  jobber  «  ™  .  materials 
most  efficient  service.  Many  ^"™tu™*  ^n-:-.  centers. 
rt™h  laree  purchasing  agents  in  the  large  importing  centers 
Kse  in  turn,  place  orders  with  the  merchants  jobbers,  or  inv 
Lrtfr's^s  the  case  may  be.  Several  such  purchasing .  agents  » 
E  York  Sty  buy  to  interior  manufacturers  in  the  New  York 
S  P-chasing  agents  rarely  are  importers  and 
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therefore  can  give  the  manufacturer  only  the  service  of  a  buyer 
in  the  market  where  they  are  situated.  The  jobber  or  wholesaler 
will  have  assembled  materials  from  all  sources,  both  foreign  and 
domestic,  and  all  grades  of  the  commodities;  he  can,  therefore, 
often  give  a  wider  range  of  choice  of  grades  and  quicker  deliveries 
than  would  be  possible  to  obtain  through  any  other  method.  It 
may  be  that  the  jobber  himself  imports  directly  from  foreign 
producers;  in  this  case  the  connection  between  consumer  and 
producers  is  close.  There  is  a  growing  tendency  for  American 
jobbers  to  act  as  the  exclusive  representatives  of  foreign  producers 
in  the  American  market.  When  such  is  the  case,  the  manufac- 
turers can  gain  comparatively  little  by  going  direct  to  the  foreign 
producer.   The  foreign  producer  will  not  undersell  his  agent. 

Purchase  through  the  import  merchant,  when  the  merchant  is 
also  a  distributor  in  the  American  market,  is  not  different  from 
purchase  through  the  jobber.  As  stated  above,  the  jobber  and  the 
importer  may  be  identical.  The  importer's  connections  in  the 
foreign  market  may  be  so  intimate  that  he  can  obtain  the  goods 
to  better  advantage  than  the  manufacturer  could  expect  to  do  by 
direct  relations.  On  the  other  hand,  desiring  to  make  as  large  a 
merchandising  profit  as  is  possible,  he  may  charge  what  the  market 
will  bear.  The  commission  house  buying  upon  orders  placed  by 
the  consumer,  likewise,  in  some  markets  and  for  some  commodi- 
ties, performs  the  importing  service  more  cheaply  and  more  ef- 
ficiently than  the  manufacturer  could  by  direct  dealing.  When 
the  importer,  however,  is  the  agent  of  the  foreign  seller  and  his 
commission  is  paid  by  the  seller,  he  is  supposed  to  represent  first 
the  interests  of  the  foreign  exporter.  He  aims  to  obtain  the  highest 
prices  for  his  principals.  Nevertheless,  his  successful  operation 
depends  on  maintaining  cordial  relations  with  the  American 
buyers,  and  his  services  must  be  satisfactory  to  his  customers,  if 
his  business  is  to  expand. 

The  services  of  the  import  broker  are  frequently  indispensable 
for  the  manufacturer  consuming  imported  goods.  This  is  true 
for  materials  that  are  required  in  special  grades  and  that  are  pro- 
duced in  many  countries  and  by  many  individual  producers.  Such 
a  commodity,  for  example,  is  cocoa  beans.  It  is  estimated  that 
over  90%  of  the  cocoa  beans  used  by  manufacturers  is  bought 
through  brokers.  The  cocoa  broker  keeps  the  manufacturer  in 
touch  with  sources  of  supply  that  the  individual  manufacturer 
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could  not  well  secure  by  his  own  efforts,  no  matter  ho* ^rge  his 
purchases,  or  how  elaborate  his  organization.  The P^™* j£ 
L  merchant  in  the  producing  country  pref  er  to  sell 
*T  .  .  ma.rr\,mt<i  or  brokers  rather  than  to  the  manuiacrarer. 
trough  "  ^  the  broker  can  offer  a  wider  market 

The  reasons  for  this  are,  nrst,  rne  uru&ci  w  mamifac- 

*L„  »  r>rnHnrer  could  obtain  by  selling  directly  to  the  mamnac 
than  a  producer  coma  odb     ,        6  whereas 

turer,  and  he  can  offer  a  market  tor  an  graues  *i  , 
the  manufacturer  will  require  particuhr  grades,  ^produces 
themselves  rarely  attempt  to  establish  relations  with  the  manu 
Ser    T^e  continued  dependence  of  the  manufacUirmg  con- 
sumer on  tne  cocoa  broker  is  made  still  more  secure  by  tiheftjt 
Zt  the  importers  and  dealers  likewise  prefer  to  sell  through  the 
TXT  The  broker  keeps  the  dealer  in  touch  with  sales  possi- 
££'  tha?  he  le^would  be  unable  to  find.  Even  if  the 
Inu  acturer  should  deal  directly  with  the  dealer^ ^  -odd  no 
be  likely  to  receive  a  reduction  in  price 

sion  which  the  import  merchant  would  pay  th .broker  resale 
were  made  through  the  latter  agency.  That  is  J there  wouia  noi 
S  be  any  material  saving  in  buying  dh^  The  broker,  ther. 
fore  serves  well  both  the  buyer  and  the  seller.  AttemP^  ^ 
n^ufacTurers  to  deal  directly  with  the  foreign 
ES,  or  even  with  the  importer  in  this 

erally  unsuccessful.  In  the  case  of  some  yery  large  P™*^»J 
eraiiy  uu»  produced  in  localized  centers,  di- 

for  some  special  grades  01  cocoa  Ptuu  instances  how- 

rect  relations  have  not  been  unsatisfactory.  Such  instances,  now 

rJBSSr    a  strst 

f0  the  ^J^^^S^tf^ 

tt  iwSSLv  others,  frequently  are  indis- 
brokers,  the  spice  c  ^  food     ducts  that  are  sold 

pensable  to  the  manulacturer.  ^eru»         Jl.p.carilv  Durchased 
S  auction  in  the  American  ""^S^SfSSaSS 
through  brokers.  For  example,  Spanish  f^^^^L^ 
consigned  to  New  York  brokers,  as  are  nearly: all 

products."   Since  brokers  serve  '"^J^S 
Consignments,  not  infrequently  su pp  ies  of  cons  gned  goods  tha 
the  manufacturer  would  not  otherwise  know  of  may  be  at  in 
ikpoST  of  the  broker.    Consignments  are,  of  necessity,  dis- 
tributed through  the  agency  of  a  broker. 
The  commodity  broker  in  the  foreign  market  centers  also  may 
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be  employed  by  the  manufacturer,  particularly  in  well-organized 
markets.  For  such  important  markets  as  London,  Amsterdam,  or 
Hamburg,  the  manufacturer  may  find  it  distinctly  advantageous 
to  secure  the  services  of  the  broker  for  establishing  contacts  with 
sources  of  supply.  Rubber,  for  example,  or  wool  may  be  thus 
purchased  in  London.  Rubber  in  Singapore  and  hides  and  skins 
in  Argentina  may  be  purchased  through  the  foreign  broker.  Pur- 
chases of  hides  in  Argentina  are  regularly  made  through  brokers. 
Frequently  the  American  tanner  buys  through  the  broker  in  the 
United  States  who  in  turn  buys  through  the  Argentina  broker.  At 
the  tobacco  auctions  in  Holland  the  employment  of  the  foreign 
broker  is  practically  indispensable.  The  manufacturer  may  em- 
ploy foreign  "commissionaires"  to  attend  to  purchasing,  assem- 
bling, and  forwarding  of  goods  upon  order.  Such  commissionaires 
may  be  paid  commissions  by  the  purchaser,  as  distinguished  from 
the  broker  who  receives  his  commission  from  the  seller.  Com- 
missionaires are  essentially  foreign  purchasing  agents. 

Some  imported  commodities  are  marketed  in  the  United  States 
through  auctions.  Spanish  grapes  are  practically  all  sold  in  the 
fruit  auctions  in  New  York.  The  Spanish  exporters  consign  the 
product  to  New  York  brokers  for  sale  at  these  auctions.  Furs  are 
sold  at  the  auctions  in  St.  Louis  and  New  York.  Sales  of  raw 
materials  and  foodstuffs  by  auction  are  less  common  in  the  United 
States  than  in  foreign  market  centers,  and  therefore  United  States 
merchants  and  manufacturers  frequently  find  it  necessary  to  be 
present  at  the  auctions  abroad.  Wool  is  bought  at  auctions  in 
London,  Liverpool,  and  Sydney;  tea  at  the  London  tea  auctions 
and  at  auctions  in  Ceylon;  rubber,  formerly  sold  by  auction  in 
London,  is  still  sold  by  auction  in  Singapore  and  Colombo;  the 
tobacco  auctions  in  Amsterdam  dispose  of  much  of  the  tobacco 
from  the  Dutch  East  Indies.  Auctions  may  be  "open,"  that  is,  the 
buyers  may  bid  against  each  other  in  open,  verbal  competition; 
or  they  may  be  by  sealed  bids.  Such  are  the  so-called  "Dutch 
auctions,"  originated  in  Holland  for  selling  tobacco,  but  now  the 
most  common  method  of  auction  for  most  products  in  that  market. 
Auction  sales  are  favored  when:  (a)  merchandise  is  perishable, 
requiring  quick  sales;  (ft)  the  merchandise  is  not  graded,  each  lot 
or  article  requiring  personal  examination;  (c)  large  quantities  of 
goods  can  be  assembled  in  one  central  convenient  market;  (d) 
we  commodities  come  from  widely  scattered  producing  regions 
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remote  from  centers  of  consumption;  (e)  the  auction  so  donates 
the  trade  as  to  attract  a  large  part  of  the  supply  and  large 
numbers  of  buyers-hence,  the  success  of  auctions >  for ^many 
commodities  in  London  and  Amsterdam,  near  the  great  consum- 
ing and  marketing  centers  of  Northwest  Europe. 

Fairs  in  foreign  countries  offer  another  opportunity  for  foreign 
purchasing.  For  jnany  years  the  annual  fair  of '  libit,  in  bioena, 
brought  together  buyers  of  raw  furs  from  all  the  consuming 
nTkfts  Ke  world"  At  the  annual  fair  at  Nijni  Novgorod  in 
Russia,  also  many  raw  materials  were  handled,  such  as  bristles, 
tallow,  leather,  and  hides  and  skins.  While  the  sample  fairs 
which  have  developed  in  Europe  to  so  great  a  degree  in  recent 
years,  are  concerned  primarily  with  manufactured  goods,  never- 
Lless  many  raw  materials  are  handled.   For  example  at  the 
Leipzig  Sample  Fair,  bristles  have  long  been  dealt  m;  hkewise, 
furs,  feathers,  leather,  and  other  products. 
\  Many  foreign  producers,  merchants,  and 1  com binat, ons  of  pro- 
ducers have  branch  selling  houses  m  the  United  States  or  sena 
salesmen  to  visit  prospective  buyers  in  this  country.  Many  ot 
these  branch  selling  offices  have  been  established  in  order  to 
rive  the  American  buyer  the  opportunity  of  direct  purchasing 
without  sending  buyers  abroad  The  selling  agencies  may^ merely 
obtain  and  forward  orders  to  the  home  office;  or  they  may  main- 
Uin  sample  rooms  in  New  York;  or  they  may  carry  stock  and 
sell  directly  from  stock,  making  quotations  in  United  States  cur- 
rency. Some  of  the  selling  branches  have  large  powers  and  can 
act  on  their  own  initiative;  others  must  refer  all  decisions  to  the 
home  office.  Some  of  the  largest  foreign  producers  have  estab- 
lished separately  incorporated  selling  offices  in  this  country wink 
others  are  branch  offices  of  the  parent  organization.  Because  ot 
the  varying  degrees  of  responsibility  maintained  by  these  branch 
offices,  no  general  conclusion  can  be  drawn  as  to  their  effe jctive- 
ness.  Some  American  consumers  continue  to  deal  direct  with  the 
head  office  abroad,  even  when  branches  are  maintained  in  this 
country  by  the  seller;  in  other  cases,  the  foreign  Producer  refuse 
to  sell  customers  in  the  United  States  except  through  the  selling 

When  satisfactory  arrangements  cannot  be  maintained  by  any 
of  the  above  methods  without  personal  representatives  in  he 
foreign  markets,  it  is  desirable  to  send  buyers  directly  to  the 
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markets.  Buyers  sent  abroad,  however,  do  not  necessarily  do 
direct  purchasing.  They  may  work  through  the  brokers,  com- 
missionaires, or  merchants  in  the  foreign  country.  They  are,  how- 
ever, able  to  give  personal  supervision  to  purchases  and  to  ob- 
tain information  regarding  the  commodity  and  market  conditions 
not  readily  obtained  otherwise.  Inspection  of  purchases  and  the 
establishing  of  personal  relations  may  justify  the  buyer's  trip,  I 
even  if  the  purchases  are  made  only  indirectly  through  middle- ' 
men.  The  ultimate  aim,  however,  is  direct  purchasing  by  the 
buyer  from  the  producer  or  in  the  primary  markets.  The  diffi- 
culty of  establishing  such  a  relation,  however,  is  great.  The  habit 
and  custom  of  the  trade  may  make  it  impossible.  Expert  buyers 
in  the  domestic  market  may  not  be  qualified  for  buying  abroad. 
Language  qualifications,  or  lack  of  personal  knowledge  of  the 
intricacies  and  peculiarities  of  the  foreign  market,  may  debar 
them.  Knowledge  of  the  commodity  alone  is  not  sufficient.  To 
find  or  to  train  buyers  qualified  for  direct  negotiation  for  foreign 
purchasing  may  be,  and  often  is,  a  hindrance  that  cannot  readily 
be  overcome.  Furthermore,  qualified  buyers  often  hesitate  to 
reside  for  long  periods  outside  of  the  United  States.  To  train 
buyers  only  to  have  them  serve  for  a  short  period  is  expensive 
and  wasteful.  period 

When  purchases  in  any  foreign  center  are  large  and  well  dis- 
tributed throughout  the  year,  a  permanent  buying  branch  office 
may  be  established.  Branches  may,  under  favorable  conditions,  T 
greatly  cheapen  the  cost  of  imported  goods  or  improve  the  quality 
and  certainty  of  supply.  The  branch  house  is  an  outpost  for 
keeping  in  touch  with  the  market;  it  is  a  headquarters  for  buyers, 
whether  they  permanently  reside  in  the  country  or  make  periodic 
visits;  it  can  collect,  grade,  sort,  and  otherwise  prepare  commod- 
ities for  shipment  to  the  United  States;  it  may  prepare  reports 
on  crop  and  market  conditions;  it  can  warehouse  goods;  attend 
to  the  details  of  financing;  arrange  for  transportation;  and  in 
other  ways  make  purchasing  easier  and  more  efficient.  The 
method,  however,  is  generally  expensive  and  can  only  be  under- 
taken when  purchases  from  any  market  are  large  and  continuous 
irom  year  to  year,  and  the  technical  services  it  can  perform  im- 
nd  n0t  readiIy  deleSated  t0  middlemen.  When  purchases 
aH  •  ki  seasonabIe>  even  if  lar8e>  the  branch  house  may  not  be 
usable,  since  it  would  be  idle  during  most  of  the  year.  It  is 
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«r«Q,*hlA  however,  that  even  in  seasonable  buying  a  permanent 
possible,  nowever,  uiai  ^  ^..,5.  t  tppn  m  touch  with  crop 
branch  may  pay  because  of  its  ability  to  keep  in  toucn  wim  c  uF 

nr  market  conditions  tnroug  ;hout  the  year. 

A  still  further  step  in  the  direction  of  direct  relations  with 
foreign  sources  of  supply  is  brought  about  when  **™™[^™ 
obtains  control  of  the  producing  agencies  in  the  foreign  country 
A  warehouse  established  by  the  branch  office  for  storing  and 
L"gc— ties  may  bl  expanded 

greater  degree  of  fabrication  or  the  numufec  u ^  may  ^eek  con 

trol,  in  whole  or  in  part,  of  the  ^'^^^J^^ 
produces  the  commodity.  The  establishment  of  ™^J^™» 
dons  in  Sumatra  by  the  rubber  manufacturers  s  « extome 
Ztration  of  such  an  arrangement.  Here  is  complete  ownership 
SSSement.  The  reasons  for  direct  «££r£?£ 
may  be  many.  Only  by  such  control  in  some  mrtuoa,  can  tte 
nroner  erades  desired  by  the  manufacturer  be  produced,  in  oiner 
ffifSL,  in  order  to  assure  the  home  plant  of  adequate 
Applies  or  supphes  at  reasonable  cost;  in  st  11  other  cases  it  is 
hut one  evidence  of  the  policy  and  process  of  integration  in  in- 
S2trwherX  a  tge  corporation  aims  to  control  aU  process* 
from  raw-material  production  to  marketing  of  the  completed 

PISf  purchase  of  raw  materials  by  cooperative  associations ^  of 
m,„,,fart,iri»rs  has  not  been  developed  in  the  United  States, 

difficulties  in'the  way  of 
Lying  combinations,  and  partly  because  ^^^^ 
in  effecting  such  purchases.  The  present  status  of  import  buying 
associations  is  discussed  below.  •    .    ■  .  y  ft 

^  a  general  rule,  raw-material  supplies  are  obtoined  by  a 
matfacfurer  through  a  combination  of  several 
methods.  His  buying  organization  needs  to  be  ~  ^f^e 
kfl  „n  tatp  advantage  of  any  favorable  conditions  in  the  marKei 
he  cm^ke^n^e^c:  yFor  example,  a  rubber  manufacturer 
at  any  time  or  at  any  place,  ror  exam^c, 

with  plantations  in  the  Far  East,  during  the  pe ^  J^S 
in  rubber  in  1921,  found  it  cheaper  to  purchase  m  the  i^rke 
San  to  produce  his  own  rubber.  At  ^J^^^SSS. 
chasing  organization  can  take  advantage  °*  "^^^ 
buying  now  directly  from  the  producers  »  S^J^^SS 
the  mbber  merchants  in  London;  now  m  the  spo t  nwket  m  New 
York;  now  through  brokers;  now  directly  from  the  producers  ui 
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merchants  themselves.  Alertness  Jjased  on  knowledge;  adaptabil- 
ity; elasticity  of  organization— these  are  all  requirements  in 
raw-material  purchasing,  whether  at  home  or  in  foreign  countries. 

IMPORT  ASSOCIATIONS  AND  THE  IMPORTATION 
OF  RAW  MATERIALS 

While  department  stores  have  developed  methods  of  cooperative 
importing  to  some  degree,  little  has  been  done  in  this  direction 
on  the  part  of  American  manufacturers.  In  fact,  buying  associa- 
tions of  competing  firms  would  be  illegal  under  the  Sherman  and 
Clayton  acts.  There  are,  from  the  point  of  view  of  the  manu- 
facturer, obvious  advantages  that  would  result  from  the  forma- 
tion of  import  associations,  and  there  are  also  obvious  dangers 
and  disadvantages  both  to  the  manufacturer  and  to  the  public. 

The  possible  advantages  claimed  for  cooperative  buying  of 
imported  raw  materials  may  be  summarized  as  follows:       ^  - 

1.  The  manufacturing  consumer  is  given  more  direct  control 
of  the  market.  At  present,  it  may  frequently  happen  that  when 
several  American  purchasers  of  a  given  raw  material  are  in  the 
market  at  once,  bidding  against  one  another,  prices  are  advanced 
to  the  disadvantage  not  only  of  the  American  manufacturers  in 
their  ability  to  produce  in  competition  with  foreign  manufacturers, 
but  also  to  the  detriment  of  the  ultimate  consumer  of  the  manu- 
factured  goods  because  of  the  higher  prices  the  manufacturers 
must  place  on  the  completed  product  as  a  result  of  higher  raw- 
material  costs.  For  example,  if  five  or  six  non-competing  manu- 
facturers should  be  at  the  same  time  in  the  market  for  shellac, 
practically  all  of  which  is  produced  in  India,  both  the  Indian 
merchants  and  the  American  buyers  might 

idea  of  the  demand  for  shellac  and  as  a  result  prices  might  be 
boosted  far  beyond  what  the  relation  of  supply  and  demand  would 
reasonably  warrant.  Cooperative  purchases  of  shellac  by  large 
consumers  would  prevent,  or  at  least  lessen,  such  a  contingency. 
*y  distribution  of  orders  over  a  long  period,  and  in  other  ways, 
pnces  might  be  prevented  from  such  unjustifiable  increases. 

2.  Cooperative  purchasing  would  make  direct  purchasing  pos- 
sioie  where  it  cannot  otherwise  be  undertaken.  Many  individual 
manufacturing  plants  are  not  sufficiently  large  to  undertake  direct 
P  rchasmg.  Even  when  the  volume  of  imported  materials  re- 
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quired  is  large,  a  single  manu  acturer  may  find  d  rect  purchaang 
impracticable  when  only  certain  grades  or  types  of  the ^ommodrty 
are  needed,  since  some  commodities,  if  purchased  directly, .  must 
be  purchased  unsorted  and  ungraded.  Rarely  ^ 
turer  consume  all  grades,  and  a  manufacturer  «  ^dinanly  not 
equipped  to  dispose  of  raw  materials  to  «^SST«  £ 
importing  merchant.  An  association  of  man  ufacturers , on itne 
other  hand,  might  make  it  possible  to  purchase  many  grades  of 
a  commodity,  all  of  which  could  be  disposed  of  to  the  entire 
membership  of  the  purchasing  organization. 

x  Cooperative  buying  would  give  the  small  consumer  the  ad- 
vanUge7of  large-scale  purchasing.  Such  advantages  are  lower 
costs  resnlting  from  discounts  on  large  P^^^ost 
rates  on  large  shipments,  and  a  general  lower  overhead  cost. 

a  Permission  to  form  an  import  association  by  competing  con- 
sumers would  make  it  possible  to  utilize  the  existing  export  asso- 
S  organized  m£er  the  Export  Trade  Art,  or  "Webb- 
Pomerene  Act"  so  as  also  to  import  raw  n«tmab.  At  present 
some  of  the  export  associations  are  isUnctly  handiapned  ta^ 
they  cannot  import.  If  an  export  association  «  e^ 
steamship  services  to  export  its  products,  under  existing  laws 
it  could  not,  as  an  association  bring  in  raw  mate ^  ^ 
mon  distribution.  Neither  could  the  association  in  the  course 
of  selling  in  a  foreign  market,  arrange  to  **2^*™£ 
by  taking  products  in  exchange.  The  Export  Trade  Act  expressly 
states  that  the  association  can  perform  only  the  exporting  function. 

c  The  last,  and  probably  the  most  important,  advantage 
claimed  for  an  import  association  is  the  P^^^f^ 
buyer  to  protect  his  own  interests  m  dealing  with  foreign  associ 
ations  of  producers  that  aim  to  control  price  and  production. 

The  combinations  of  foreign  producers  who  are  "P°te£tif 
actually  in  control  of  prices  and  distribution"  as  hst«l  by ^Secre- 
tary  of  Commerce  Hoover  include  sisal,  nitrates,  potash,  ruDoer, 
camphor,  quinine,  tin,  mercury,  coffee,  and  quebracho. 

The  potash  combination.  As  an  example  of  one  method  by 
which  a  foreign  selling  combination  is  formed,  we  may  lane  in 

"T^ter  to  Senator  Capper  dated  March  6  w  ^S^.*\^,^S^ 
of  Commerce,  November  17,  I0J4-  See  Part  II,  problem  No.  »I,  page  J77,  W 

Associations." 
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Franco-German  agreements  as  to  potash  sales  and  deliveries  to 
the  United  States.  Practically  all  the  potash  production  is  con- 
trolled by  two  producing  combinations;  one  the  "Deutsches  Kali- 
syndikat,  G.M.B.H."  of  Berlin,  the  other  the  "Alsatian  Com- 
mercial Potash  Association."  These  two  syndicates  completely 
control  potash  production  in  Germany  and  in  France,  respectively. 
The  French  Government  itself  is  the  chief  owner  of  the  Alsace 
mines  and  hence  controls  the  Alsatian  Association.  The  German 
syndicate  has  long  been  represented  in  the  United  States  by  a 
selling  branch  in  New  York  and  since  1923  by  the  Potash  Im- 
porting Corporation  of  America,  a  Delaware  corporation,  formed 
under  the  direction  of  the  German  syndicate  to  effect  sales  and 
deliveries  of  potash  in  the  United  States,  Canada,  Cuba,  and 
Porto  Rico.  The  French  potash  producers,  however,  have  been 
able  to  give  effective  competition  to  the  German  syndicate.  Hence, 
in  the  summer  of  1924,  a  Franco-German  agreement  was  reached, 
aimed  specifically  to  control  the  American  market.  This  agree- 
ment is  described  as  follows  by  the  French  Bureau  of  Information 
in  New  York.2 

French  and  German  industrialists  have  made  a  three-year  agreement 
on  potash  deliveries  to  America. 

According  to  the  said  agreement,  it  is  provided  for  in  principle,  that 
the  Alsatian  mines  will  supply  37.5%  and  the  German  mines  62.5% 
of  their  total  potash  deliveries  to  the  United  States.  As  regards  sul- 
phates, however,  Germany  will  supply  35,000  tons  and  Alsace  5,000 
tons  only.  This  preferential  treatment  granted  to  Germany,  for  sul- 
phates, raises  in  fact  her  percentage  to  68.8%,  while  Alsace's  percentage 
is  reduced  to  31.2%.  Of  the  200,000  tons  of  pure  potash  which  are 
usually  absorbed  yearly  by  the  American  market,  the  German  mines 
are  supplying  131,500  tons  and  the  Alsatian  mines  68,500  tons.  In 
case  the  orders  received  from  America  should  be  above  those  figures, 
the  same  proportion  would  be  maintained.  If  one  party  does  not  supply 
the  quantities  ordered,  the  other  party  will  deliver  them,  but  it  will 
tnen  have  to  pay,  to  the  first  one,  15%  of  their  value.  The  prices  will 
oe  nxed  on  the  basis  of  $27  a  ton  for  potassium-chloride  at  80%.  In 
case  of  a  disagreement  about  prices,  a  court  of  arbitration  sitting  at  the 
Hague  is  provided  for.  ,Both  parties  will  undertake  a  joint  campaign 
01  publicity  among  American  farmers,  and  it  is  expected  that  the  sales 
jn  1925  will  amount  to  three  million  quintals.  Publicity  expenses  will 
oe  split  m  the  same  proportion  as  the  deliveries. 

^Can  import  associations  be  formed?  Cooperative  importing  on 


2  Bulletin  No.  68,  October,  1924. 
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the  part  of  competing  manufacturers  will  require  special  enabling 
legislation.  The  decisions  of  the  United  States  courts  in  the  few 
cases  that  have  come  before  them  involving  cooperative  purchas- 
ing and  the  general  attitude  of  federal  authorities  toward  co- 
operative buying  of  domestic  supplies  by  trade  associations,  in- 
dicate rather  clearly  that  import  combinations  would  be  held  as 
in  restraint  of  trade.  Combinations  of  competing  manufacturers 
for  common  purchasing  would  not  only  violate  the  Sherman A£ 
but  also  apparently  the  Section  73  of  the  Tariff  Act  of  February 
12,  1894.*  Bilk  are  at  present  before  Congress  to  authorize  im- 
port buying  associations.  The  Capper  Bill4  would  authorize 
buying  combinations,  allowing  cooperative  purchasing  but  with 
qualifications  designed  to  prevent  monopoly.  It  provides  that  if 
a  combination's  imported  supply  is  not  sufficient  to  meet  toe 
needs  of  all  its  members,  the  supply  shall  be  prorated  according 
to  needs.  No  profits  can  be  made  by  the  combination  The  raw 
materials  are  to  be  sold  at  cost  plus  expenses  of  operation,  the 
associations  would  be  under  supervision  of  the  Federal  Trade 
Commission. 

Objections  to  import  associations.  Over  against  the  advantages 
claimed  for  import  associations  as  outlined  in  the  preceding  para- 
graphs may  be  placed  the  following  considerations: 

1  It  is  questionable  if  a  buyers'  combination,  if  formed,  could 
overcome  effectively  the  control  exercised  by  a  monopolistic  com- 
bination of  producers  and  sellers.  The  greater  power,  if  toey 
chose  to  exercise  it,  probably  would  lie  with  the  selling  com- 
bination. 

"isZ  „.  That  every  combination,  conspiracy,  trust,  agreement,  or ^ contract  b 
hereby  dlciared  to  be  contrary  to  public  policy,  ^J^^Z  whom  U 
is  made  by  or  between  two  or  more  persons  or  corporations  either  ol  J™"" 
S^ed  i/importing  any  article  from  '"^f^'ffl 
and  when  such  combinaUon,  conspiracy,  trust,  agreement  or  contract  is  im 

7  „.„,„  in  restraint  of  lawful  trade,  or  free  competiUon  m  lawiui  iraoe  w 

to  operate  in  res tram 01  bwiui  cm u  ^  United  Sutes  of 

commerce,  or  to  increase  tne  marKei  pmca  u*  «*y  v «      .  tt«j**«i  Qt»tps 

«Hrticle  or  articles  imported  or  intended  to  be  imported  into  the  United I  States, 
o?yof»y  manufacture  into  which  such  imported  art.de  % 
Zttl  Ever/  person  who  is  or  shall  hereafter  be  engaged  in  the  ™P9r.tatl°n.0' 
££to  JiSy  Commodity  from  any  foreign  country  in  violation  of  this  section 
^is  Act  or  w"ho  shaU  combine  or  conspire  with  anothe r  to  v,o la to  th. 

iff j£",s^«.^K% = Sws£ 

*  $8th  Congress,  xst  Session,  S.  2843.  See  Part  II,  Chapter  X,  Problem  No.  $h 
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2.  It  is  improbable  that  large  and  experienced  purchasers  would 
be  willing  to  pool  their  interests  with  all  buyers,  thus  sharing  with 
competitors,  large  and  small,  one  of  the  advantages  of  size  and 
experience. 

3.  The  administration  of  such  a  combination  in  a  manner  fair 
and  equitable  to  all  consumers,  to  the  public,  and  to  foreign 
sellers,  is  a  matter  of  doubt.  It  is  fraught  with  danger  and 
difficulty. 

4.  Import  combinations  run  counter  to  the  established  policy 
of  free  competition  and  non-restraint  of  trade,  commonly  accepted 
in  this  country  and  embodied  in  the  Sherman  and  Clayton  acts. 
If  illegal  for  domestic  purchasing,  why  should  it  be  legalized  fo< 
importing?  To  legalize  methods  of  importing  declared  illegal  in 
domestic  business  is  sure  to  lead  to  international  complications. 
The  method  of  meeting  monopolistic  combination  with  combina- 
tion is  commercial  warfare,  likely  to  breed  trouble  between  the 
nationals  of  different  countries.  In  other  words,  import  combi- 
nations are  not  a  remedy  for  preventing  monopolistic  combina- 
tions of  producers;  they  are  likely  to  be  an  additional  irritant  to 
friendly  international  commercial  relations. 

5.  It  is  far  from  certain  that  import  associations,  if  formed, 
would  bring  about  the  economies  in  purchasing  anticipated.  For 
many  commodities  it  is  at  least  doubtful  if  cooperative  purchasing 
would  be  able  to  serve  its  members  more  effectively  and  more 
cheaply  than  existing  private  import  companies  which  have  devel- 
oped highly  specialized  and  highly  efficient  methods  of  handling 
imported  commodities.  A  newly  formed  import  association  would 
have  to  build  up  from  the  ground  an  organization  of  experts  in 
commodities  and  markets.  Experience  and  skill  in  importing 
specialized  raw  materials  is  not  easily  acquired;  and  import  pur- 
chasing requires  even  a  greater  degree  of  specialized  knowledge 
than  domestic  purchasing.  The  apparent  tendency  among  con- 
sumers of  imported  raw  materials  is  to  establish  direct  connec- 
tions with  foreign  merchants  or  producers,  not  by  joint  purchasing 
but  by  independent  action.  Where  direct  purchasing  is  not  pos- 
sible, it  is  difficult  to  see  wherein  an  import  association  can  per- 
form the  importing  functions  to  better  advantage  than  the  estab- 
lished specialized  importer. 

Cooperation  in  raw-material  importing  seems  unlikely  to  de- 


t 
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velop  in  any  large  way,  not  only  because  of  legal 

primarily  because  its  inherent  advantages  to  the  consuming 

manufacturers  seem  relatively  small  and  uncertain. 

METHODS  OF  IMPORTING  BY  RETAIL  STORES 

The  problem  of  purchasing  manufactured  products  by  retail 
stores  differs  from  the  manufacturer's  problem 
purchases  principally  because,  as  shown  above,  the  PU»™*  ™ 
imported  goods  for  retail  distribution  requires  a  *^g*^ 
degree  of  personal  selection.  Department-store  unportatwns^ 
Including  the  five-and-ten-cent  stores  and  mail-order  houses  are 
of  three  chief  classes:  first,  novelty  goods; 
quality  goods;  third,  standard  goods  that  can  be  purchasedjnore 
cheaply  abroad  than  in  the  domestic  market.  In  many  cases,  of 
course  all  three  factors— style,  novelty,  and  cheapness— may  De 
involved  in  importing.  In  all  the  groups  of  commodities  persona 
Xtion  in  buying  is,  of  course,  an  important  consideration^ 
the  first  two  groups,  however,  it  is  the  dominating  farter  High- 
auality  style  goods,  gift-shop  goods,  art  goods  and  novelties 
are  purchased  without  primary  reference  to  cost.  The  question 
is  whether  or  not  they  can  be  made  to  appeal  to  the  American 
consumer.  In  their  purchase,  a  high  degree  of  skill  is  required  on 
Z  part  of  the  buyer  both  in  regard  to  the  intrinsic  quality  of  he 
goods  themselves  and  as  to  the  appeal  liiey  will  make  to  the 
store's  customers.  Style,  pattern,  color,  how  they  ™ 1  ™£ 
as  well  as  quality,  are  deciding  factors,  making  personal  selection 
by  the  expert  buyer  necessary.  .         nn  . 

In  the  case  of  manufactured  goods  purchased  primarily  on  a 
cost  basis  personal  selection  is  also  desirable.  q^£" 
ties  of  cheap  goods  are  imported  yearly  into  the  United  States, 
especially  from  Central  Europe  and  from  Japan. -J^«*~ 
eoods  are  also  novelties  and  require  on  the  part  of  the  buyer  tie 
same  unerring  judgment  as  to  their  salability  as  in  the  case  01 
eoods  of  the  first  class  mentioned.  Many  of  these  goods,  however, 
Ire  staple  goods-cooking  utensils  cutlery  toj  glassware 
chinaware,  toys,  gloves,  hosiery,  and  «*»**J^^ 
selection  by  the  expert  is  necessary  in  judging  q«^*»re*« 
to  cost.  Their  purchasing  can  hardly  be  delegated  to  others  by 
the  responsible  department  heads  of  the  stores  concerned. 
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delegated,  it  must  be  to  specialists  in  the  lines  concerned.  Fur- 
thermore, especially  in  the  purchase  of  cheap  goods  for  five-and- 
ten-cent  store  distribution,  every  possible  economy  in  buying  is 
necessary.  Competition  is  keen  and  margins  of  profit  are  likely 
to  be  small  on  cheap  goods.  When  purchases  are  large,  distinct 
savings  may  be  made  by  direct  purchase.  Furthermore,  direct 
contact  with  the  foreign  factories  and  merchants  is  desired  on 
the  part  of  the  department-store  buyer  in  order  to  keep  fully 
abreast  of  the  developments  in  the  creation  of  new  styles  and 
novelties.  For  style  and  novelty  goods,  the  ability  to  "get  ahead" 
of  a  competitor  in  obtaining  salable  goods  is  one  of  the  first  requi- 
sites. Personal  investigation  and  closely  supervised  purchasing 
are  particularly  desirable  for  all  such  goods. 

Department-store  purchasing  is  highly  specialized.  The  special- 
ized buyers  of  department  stores  are  the  department  heads.  These 
men  and  women  are  responsible  for  the  sale  of  goods,  as  well  as 
their  purchase.  On  the  one  hand,  it  is  their  business /to  interpret 
the  demands  of  the  store's  customers  v£nd  to  see  Aat  the  mer- 
chandise of  their  department  is  soldjvtSn  the  other  handle  de- 
partment heads/are  responsible  forwtne  selection^and  purchased 
goods  for  their  respective  departments.  They  are  the  storeV 
experts  on  the  various  commodities,  and  because  of  their  knowl- 
edge of  their  lines,  their  familiarity  with  the  demands  of  the 
store's  customers,  and  the  need  of  keeping  in  closest  touch  with 
developments  in  production  of  the  goods  in  which  they  are  par- 
ticularly interested,  they  are  the  purchasers  both  of  foreign  goods 
and-ef  domestic.  The  organization  of  department-store  importing 
must,  therefore,  adapt  itself  to  this  situation.  Whatever  method 
of  obtaining  foreign  goods  is  adopted,  the  department  specialist 
must  be  the  responsible  purchasing  officer  for  the  goods  handled 
m  1ns  particular  department.  Under  existing  conditions,  there- 
fore, if  a  department  store  expects  adequately  to  cover  its  pur- 
chasing needs  in  Europe,  it  is  under  the  necessity  of  sending  not 
one  but  several  buyers  abroad— men  who  know  the  merchandise 
and  are  able  to  buy  effectively  goods  that  they  believe  will  sell. 
*or  European  purchasing  this  puts  great  financial  burden  upon 
™e  store.  The  trip  of  a  buyer  to  Europe  would  average  at  least 
*2,ooo  for  expenses  in  addition  to  his  salary.  At  the  same  time 

TJTZ™*  h6ad  is  absent  fr0m  the  store  fmm  four  t0  eW* 
CKS-  it  is  impossible,  furthermore,  for  the  buyer  to  remain 
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more  than  a  brief  period  in  Europe,  and  hence  stores  cannot  keep 
aTngTe  buyer  constantly  in  touch  with  the  European  market. 
Since  the  buying  seasons  for  many  classes  f 
poraneous,  it  is  necessary  to  have  W  *P»^  *bs*n 
at  the  same  time.  It  follows  that  only  in  the  case  of  the  largest 
department  stores  can  many  buyers  be  in 
store  attempts  to  combine  purchases  for  sev eral  dements  m 
the  hands  of  one  department  head,  his  purchases  for  departments 
other  than  his  own  will  likely  be  unsatisfactory. 

Means  of  buying  imported  goods  by  the  retailer  Retail^ 
may  employ  the  following  means  of  making  purchases  ot  imported 
goods: 

x.  From  the  import  merchants.  The  merch ants  arej- 
ganized  to  bring  in  imported  manufactured  goods.  They  may 
make  purchases  either  upon  order  or  as  merchants  who  import 
and  strcklor  resale.  Such  merchants  maintain  buyers  abroad, 
many  of  them  with  foreign  branch  offices.  They  may  be  agent* 
or  exclusive  representatives  of  foreign  manufacturers.  Many  ot 
*em  are  specialists  in  certain  lines  of  goods-toys,  chinaware, 
art  goods,  clothing,  dress  goods,  leather  goods,  and  so  forth. 

2.  From  the  New  York  office  of  the  foreign  merchant  or  man* 
facturer.  Some  of  the  foreign  producers  maintain  offices ,  » ,  New 
York  for  sales  to  American  buyers.  Such  offices  attempt  to  en 
courage  purchases  directly  on  the  part  of  the  department storey 
without  the  use  of  the  middleman  either  m  this  country  or  in 
Europe.  Some  of  these  branches  maintain  ^^T^ 
sampled  are  on  display.  A  few  send  salesmen  through  the  country 
visiting  department  stores  and  taking  orders. 

3.  Through  foreign  commissionaires.  A  commissionaire  is  a 
foreign  buying  agent  who  maintains  offices  abroad ^  actmg  £ 
the  purchasing  agent  for  American  department  stores  Com 
missionaires  may  make  direct  purchases  and  forward  to  the 
American  department  stores  or  they  merely  assemble  sampl* 
for  American  buyers,  make  contacts  for  such  buyers  and  m  other 
ways  facilitate  purchases.  Several  department  stores  may  co- 
operate to  the  extent  of  using  a  single  commissionaire,  so  as  to 
secure  volume  of  purchases  and  economies  in  the  costs  of  trans- 
portation of  the  assembled  goods. 
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4.  Establishment  of  own  office  abroad,  (a)  Single  offices.  The 
importer  may  establish  his  own  branch  buying  offices  at  strategic 
buying  centers  in  Europe,  maintaining  an  organization  for  estab- 
lishing contacts,  for  buying  standard  merchandise,  and  for  as- 
sembling materials  and  forwarding  them  to  the  United  States. 
Overhead  expenses  under  such  an  arrangement  are  usually  so 
large  that  only  those  stores  doing  a  very  large  importing  business 
can  afford  to  establish  their  own  branches.  Furthermore,  since 
much  of  the  department-store  buying  is  seasonal,  the  foreign 
office  during  part  of  the  year  has  little  to  do.  Some  department 
stores  maintain  their  own  offices  in  connection  with  the  offices  of 
foreign  commissionaires,  (b)  Cooperative  buying  offices.  Several 
department  stores  may  establish  joint  buying  offices  in  the  foreign 
buying  centers  which  perform  all  the  functions  mentioned  above 
for  each  store  m  the  combination.  Cooperative  buying  is  usually 
accomplished  by  forming  a  separately  incorporated  purchasing 
association  in  the  United  States,  with  branch  offices  in  Europe. 

5.  Sending  buyers  abroad.  A  department  store  may  send  its 
buyers  abroad  periodically  without  having  any  established  rela- 
tions with  foreign  commissionaires.  Under  this  arrangement 
buyers  are  able  to  study  at  first  hand  the  market  conditions  but 
they  are  greatly  handicapped  in  making  contacts  and  arranging 
for  shipments  unless  they  have  had  wide  experience  and  have 
established  connections. 

^  6.  Correspondence  and  cable.  One  of  the  largest  retail  stores 
in  the  United  States,  specializing  in  food  products,  does  a  direct 
importing  business  of  large  volume  exclusively  by  cable  and  cor- 
respondence. The  store  does  a  very  high  class  business  and  has 
long  been  established.  The  store  buys  direct  from  distributors 
and  producers  in  many  centers,  has  a  commissionaire  representa- 
tive m  Paris,  and  employs  a  forwarding  agent  for  arranging  details 
of  transportation.  Occasionally  the  head  of  the  firm  or  the  head 
01  the  import  department  may  visit  Europe,  not  primarily  for 
buying  but  to  keep  up  personal  contacts  with  the  European  firms 
with  which  it  deals.  The  company's  long  standing  relations  with 
tte  European  dealers  are  largely  responsible  for  the  success  of 

it  illustrates  the  fact  that  even  for 
quality  goods,  satisfactory  buying  can  be  done  without  sending 
buyers  abroad.  5 
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The  usual  practice  of  retail-store  buying  for  those  stores  whose 
volume  of  purchases  are  sufficiently  large  has  been  the  penod* 
visit  of  buyers  to  Europe  and  occasionally  to  Japan  and  the  tar 
East.  When  acting  as  individual  stores,  only  the  large  department 
stores  can  afford  to  send  a  considerable 

stores  must  be  content  with  one  or  ^^^^^Z 
several  or  all  departments;  and  the  stdl  smaller  stores  can  Duy 
regularly  only  from  the  importers  and  jobbers.  The =  largest  stores 
H  ?o  to  ao  buyers  abroad  each  year.   The  stores  wnicn 
permanent  European  offices  generally  do  so  at  Paris 
and  at  London  but  occasionally  also  at  other  centers  Thes 
branch  establishments  serve  as  European  headquarters  tor  tne 
store's  seasonal  buyers,  arrange  in  advance  of  buyers Mxips  toe 
details  of  their  itinerary,  arrange  for  p  acmg  repeat  orders  and 
orders  for  staple  lines,  attend  to  the  details  of  assembling  and  for- 
warfffig  of  merchandise,  and  in  similar  ways  serve  the  stores 
import  needs. 

COOPERATIVE  AND  GROUP  BUYING 

A  recent  development  ^  depattment-stot^ytog  to  ^» 

medium-sized  department  stores  to  obtain  the  benefits  of  direct 
buymT  Several  of  these  groups  of  department  stores ^ave  been 
formed  They  consist  usually  of  one  store  from  each  of  six  to 
lormea.  mey  united  in  the  formation  of  a 

twelve,  or  more,  cities  which  have  ,     .  £ 

separately  incorporated  buying  organization.  Branches  ^  Europe 
are  miniained  on  a  cooperative  basis,  the  expenses  being  shared 
are  nuuuuui«^  h--;,  as  determined  by  volume  of  pur- 

SS%3i  Z  £££  P-hases  of  Lple  goods  may 
t^iZm  but8the  individual  store 

own  buyers  to  Europe.  Much  of  the  expense  of  office  mam 
JnaTe  instigation,  and  technical  work  is  lessened  for  the  m- 
dMdtad  sTore  Under  such  cooperative  arrangements,  many  more 

SL^^  EvCn  UndCr 
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this  scheme,  however,  small  department  stores  are  debarred  since 
the  expense  may  be  too  great  for  their  participation. 

The  earliest  of  the  department-store  cooperative  associations 
formed  was  the  Retail  Research  Association.  This  grew  out  of 
the  conditions  following  the  war.  When  the  end  of  the  war  made 
it  possible  for  American  business  houses,  particularly  the  great 
retail  stores,  to  again  place  orders  in  Europe,  great  difficulties 
were  met  by  buyers  who  visited  England  for  the  purpose  of 
forming  anew  the  trade  connections  that  had  been  disrupted  by 
the  war.  Shortages  of  raw  material  were  so  great  and  the  de- 
mands of  their  local  customers  so  insistent  that  many  British 
manufacturers  who  had  formerly  been  glad  to  get  orders  from 
America  were  forced  to  decline  them.  Buyers  visited  different 
cities  in  England,  but  in  few  cases  were  they  able  to  place  orders 
for  the  goods  they  sought  with  any  assurance  of  early  deliveries. 
At  that  time  it  was  apparent  that  some  better  system  ought  to 
be  devised  for  bringing  buyers  and  sellers  together.  Out  of  this 
need  grew  the  establishment  in  London  of  an  office  of  the  Retail 
Research  Association,  made  up  of  17  American  department  stores 
The  foreign  buying  organization  of  the  association  is  the  Asso- 
ciated Merchandising  Corporation.  This  buying  corporation  also 
has  exclusive  arrangements  with  a  large  European  commissionaire. 

Another  association  consists  of  12  department  stores  which 
maintain  buying  offices  in  Paris,  London,  Berlin,  Frankfort 
Vienna,  Brussels,  and  Florence.  Outside  of  these  offices,  and  for 
the  Far  East,  the  association  has  exclusive  arrangements  with 
a  European  commissionaire  with  world-wide  connections.  Far- 
ft*stern  Purchases  are  through  the  commissionaire  organization.5 

ha!  Tit*?0?  extensive  development  of  department-store  cooperative  purchasing 
Dou^n^eCpe  J?  ^rma?y-  AKc.cordi?g  to  the  American  &mmJJff$£S£ 
ge^nlTha^f:^^TgeSt  C°mblIle.  0f  this  kind>  the  "Grohag"  {Grosshandels- 
iXlt  JLZc^  h l\a  membership  0f  400  German  department  stores  and  has 
S^^S^SJ^  T^uS^n*  Apartment  stores  in  France  and  to 
P^L^^^t^^f  C0DS  St  n0t<  %Uly  °f  the  maintenance  of 
arraneementT^tV  the*  POrtanj  trad,m.g  centers  of  Germany  and  in  purchasing 
^S^^nS^IS^  *f  E-nSnh  *roups.but  aIso  «  maintaining  samplf 
staple  lmef  P«niP  n  f  ?■?  CeiJterS  m  Germany,  in  the  manufacturing  of  certain 
*£*k^d?^  utiles  for  members  of  the  association,  in  financing  both 

very  successful \  il  ffc  and  German  groups.  The  association  is  reported  as  being 
fordga Sr^f,^operatI01,8  Vth™  Germany  and  in  its  relationships  with  thl 

The  «C!   *  —  ? °yps  in  France  and  En«land- 
kas  about  250 ^membeT'Tn ^th/ft department-store  purchasing  organization, 
francs.      "T    v"lucta-  An  *925  it  aid  a  gross  volume  of  business  of 

2  ^^^^  j^JC^^J  j  OOO 
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Group  tuy*g.  More ;  recent* certain > 
department  stores,  generally  members  o  j  °W^ 
have  developed  the  method  of  "group  buying     Tne  buyers  01 
the  same  departments  of  a  group  of  stores,  toy  depart 

ment  buyers,  may  travel  together  and  place  their  orders  jointly 
with  the  foreign  manufacturer.  By  group  buying  it  may  be  pos- 
Sie  for  a  store  to  reduce  the  number  of  ^jw^tdwjd, 
since  a  single  buyer  may  act  for  more :  ttaa«e 
the  guidance  of  the  specialists  in  the  g uup.  J^"^ \ 
vantage,  however,  is  in  the  savings  «p^^S 
nurchasine  in  volume  direct  from  manufacturers  and  also  savings 
CSTSiy  import  overhead.  Such  ^^fj*£ 
goods  to  be  manufactured  to  order  at  the  first  cost  ca.t.  wew 
York  plus  a  commission. 

DEPARTMENT-STORE  PURCHASING  AGENTS 

In  response  to  the  need  for  serving  the  small,  as  well  as  the 
larae  department  store,  a  still  more  recent  method  of  department- 
X'puEng  has  been  developed.  One  such  plan  » 
Sed  Si  Chapter  III,  page  54-  This  ptan  is,  in  some  respects 
S  dXation  and  extension  of  the  commissionaire  method.  It 
^  successfully  put  into  operation  by  at  least  two ,„ ■  thre 
American  companies.  One  of  these  companies  has  ^Wished  a 
Sartment-store  purchasing  agency  in  Europe, 
in  Paris  The  organization  enters  into  contract  with  American 
Apartment  stores!  one  only  from  one  city,  by  which  it  become 

purchasing  agent  for  the  stores  -  E=  ^ 
European  office  of  the  organization  carries  on  *J^"^£ 
office  sign  the  name  of  each  department  store  ^at  it  represen 
and  toishes  facilities  for  the  store's  r;Pres.e^t,v£  "*C° 
Sting  Europe.  The  purchasing  office  ^^S^i 
in  Belfast,  Brussels,  Frankfort  Vienna  Berlin  G^blonz,  ^ 
Nuremburg,  and  freight  assembly  and  forwarding  ofhces  m  a 
wero  Le  Havre,  Bremen,  and  Hamburg.  It  maintains  a  u> 
rfTpeci^lifed  native  buyers  who  have  been  trained  m ^Amenca 
stores  to  visit  the  European  manufacturers  and  obtain  quota 

tions  and  samples.  purchases  for  the 

The  office  is  prepared  to  mane,  ai  <u»y       >  f  t 
stores  it  represents,  but  the  unique  feature  of  the  arrangement 
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the  holding,  twice  a  year  in  New  York,  of  an  exhibition  of  the 
samples  obtained  in  Europe.  These  samples  are  conveniently 
arranged  for  examination,  and  marked  with  landed  New  York 
prices  in  dollars.  That  is,  cost,  transportation,  tariffs,  exchange, 
and  all  other  expenses  are  computed  in  the  quotations.  Buyers 
from  the  American  department  stores  attending  these  exhibitions 
are  able  to  place  orders  on  the  basis  of  the  samples,  with  prices 
definitely  quoted  in  dollars.  Many  advantages  are  claimed  for 
this  method.  Large  purchases  give  the  company  the  benefit  of 
the  best  discounts  and  cheapest  transportation.  By  assembling 
tens  of  thousands  of  samples,  chosen  by  skilled  buyers  from  all 
parts  of  Europe,  the  European  market,  in  a  sense,  is  brought  to 
the  buyers  in  New  York.  The  plan  makes  it  possible  for  even 
the  small  department  store  to  share  in  many  of  the  benefits  of 
direct  purchasing,  although  it  is  unnecessary  for  the  buyer  to 
leave  the  United  States.  It  gives  the  store  buyer  a  wider-  range 
of  choice  than  he  might  be  able  to  obtain  if  he  went  abroad  him- 
self; it  gives  him  constant,  twelve-month  representation;  it  saves 
the  store  the  heavy  expenses  of  buyers'  trips  to  Europe,  as  well 
as  the  time  they  are  necessarily  away  from  the  active  direction 
of  their  departments.  For  the  large  department  store,  it  does 
not  give  the  opportunity  for  exclusive  buying;  but  for  the 
medium-sized  and  small  store  it  probably  furnishes  opportunities 
that  otherwise  would  be  beyond  its  reach. 

The  internal  organization  for  foreign  purchasing  in  retail  stores. 
There  are  two  general  methods  employed  by  retail  stores  for  han- 
dling the  peculiar  and  distinctive  problems  of  imported  purchases. 
Several  of  the  stores  have  a  separate  import  department,  or  as  it 
is  usually  called,  a  "foreign  department."  Such  a  department 
may  be  an  administrative  and  accounting  organization  or  it  may 
be  a  buying  organization.  The  foreign  department  oversees  all 
t£e  details  of  foreign  buying,  supervises  buyers'  trips,  brings  in 
tfte  goods  through  customs,  keeps  records  of  all  imported  mer- 
cnandise  m  the  store,' arranges  for  payments,  and  so  forth.  The 
actual  purchasing,  however,  is  a  function  of  the  merchandise  de- 

fnn^entS  °f  the  St0reS'  In  some  cases  to*  {orei^  department 
junctions  as  a  middleman  for  the  store,  receiving  the  imported 

goods,  computing  landed  costs  in  dollars,  and  billing  the  goods 

10  me  merchandise  departments  of  the  store.  In  such  a  case,  the 

department  is  expected  to  show  a  profit  on  its  business. 
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Other  stores  have  no  distinct  foreign  or  import  depai 'me  , 
Otner  siores  nerfonn  each  of  the  services  for  which 

the  «*^2^2ffidhSi  for  handling  imports  may 
£*  £££SrL ^SSZw  it  is  not  separated  from  it 

foreign  payments  the  ^^^J"^^  ^  same  organiza- 
STi^^SCS  S3£»£~  The  purchase 
IXis  dovetailed  with  the  purchase  of  domestic  goods, 
of  foreign  goods  B^oveta  &         te  and  mj 

The  import  department *  '     onnel  of  the  organization 

dent  structure  ^^J^Stoaib  of  importing,  such 
those  competent  to  handle  the  Jectaoiae  department  as 

as  a  custom-house  clerk,  but  no  separate  unpu  f 

such. 

DISTRIBUTION  OF  IMPORTED  PRODUCTS  IN  THE  UNITED  STATES 

_  ,  .  *  mU  aiu1  distribution  in  the  United  States  of  im- 
The  method  of  sa e  and  cU  rib u ™  blem  in  domes. 

norted  products  by  the  importer  is  pnuunuj  ^  exporting 
tic  marketing  and  sales  management,  and  a  Pr0Diem  ^  d  { 
"goods  are  re-exported  to  ^^^1^^^ 
redistribution  and  the  W  «*J  ^  ' 

problems  m  pohcr £oducts  t^ugh  the  follow- 

The  importer ^may  J^fV'Tp  consumer-  (2)  direct  to  the  re- 
ing  channels:  (1)  direct  to  the  consumer (  ^  ^ 
taller;  (3)  to  the  jobber  or  wholesaler,  UJ  10  111  *~ 

^-TwLTtirouS'these  channels  may  be  effected  by  one 
^^2?SSS£S:  K  by  brokers;-^)  byesc  «- 
or  more  of ^th *"£™J*  ket  centers  in  the  United  States 

sive  sales  agents  in  selectee 1  ma  fa  New  York 

(3)  by  salesmen;  (4)  by  sales  «  P  < X  offices; 
or  other  buying  centers;   5)  £2™rS«  and  catalogs. 

i6l  \Y  XSSS  may  be  £3Me  method  used  by  to- 
Sales  through  brokers  may  uc  tu  importer's  ac- 

norters  of  certain  raw  materials  and  foods,    ine  "  ^  { 
J°v"  °  H  tnowledee  are  confined  to  the  specialized  business  o 
tivities  and  ^ledg ,e  are  q{  ^  wh  ^ 

importing;  contacts  are  left  in  me  na  As  described 

nften  better  able  to  make  sales  than  tne  lmportc* 
ouen  Deiici  au  beans  imported  are  sow 

in  a  preceding  chapter,  most  of  tne  cocoa  uca  v 

in  this  way. 
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Other  importers  sell  through  exclusive  representatives  ap- 
pointed to  handle  specified  territory  in  the  United  States  or  Can- 
ada. These  agents  may  stock  and  resell,  or  sell  only  upon  order. 
By  such  an  arrangement,  the  importer  is  not  required  to  form  an 
elaborate  organization  for  selling. 

Many  importers,  acting  as  wholesale  distributors,  employ  do- 
mestic salesmen,  or  maintain  sales  branches  in  strategic  centers  in 
the  United  States.  The  use  of  display  rooms  in  New  York,  Chi- 
cago, or  other  markets  is  sometimes  resorted  to.  Some  importers 
may  have  periodic  sample  displays;  others  maintain  permanent 
exhibition  or  sample  rooms.  Some  of  the  New  York  importing 
wholesalers  have  permanent  displays  occupying  many  floors  of 
large  office  buildings  to  which  come  buyers  from  various  parts  of 
the  country  and  from  foreign  countries. 

Sales  may  be  effected  in  the  case  of  some  commodities  by  cor- 
respondence or  catalogs  only.  This  may  be  the  case  where  an  old 
company  has  established  a  reputation  after  years  of  service,  and 
personal  selection  of  goods  is  not  necessary.  Even  sampling  by 
mail  may  be  carried  on.  A  wool  merchant  has  recently  under- 
taken to  develop  sales  of  wool  to  mills  by  mail  samples  and  mail 
orders  exclusively. 

It  is  evident  that  the  sale  of  imported  products,  whether  un- 
manufactured or  manufactured,  presents  few  problems  differing 
from  the  distribution  of  domestic  merchandise.  Many  domestic 
wholesalers  and  jobbers  are  also  importers.  The  chief  question 
of  policy  of  concern  to  the  specialized  importers  is  to  what  extent 
their  activities  should  be  confined  to  the  strictly  importing  func- 
tions, and  to  what  degree  they  should  also  develop  their  own  or- 
ganization for  distribution. 
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PLACING  IMPORT  ORDERS:  THE 
J  PURCHASE  CONTRACT 

In  the  preceding  chapters,  the  functions,  organization,  and 
methods  of  importing  have  been  discussed.  This  chapter  deals 
with  the  problems  connected  with  the  actual  placing  of  orders  in 
foreign  countries.  These  problems  may  be  grouped  under  the 
following  heads:  - 

1.  Sources  of  imported  products*^ 

2.  Time  of  purchase^ 

3.  Size  of  purchase  /  y 

4.  Price  quotations  and  terms  of  payment  vr 

5.  The  purchase  contract/  - 

6.  Technical  procedure  in  placing  import  orders  \/ 

SOURCES  OF  IMPORTED  PRODUCTS 

In  what  foreign  markets  shall  purchases  at  any  given  time  be 
made?  Shall  many  sources  be  sought,  or  only  the  leading  market 
centers?  Shall  new  sources  be  developed  by  the  importer?  Shall 
the  importer  go  direct  to  the  producing  centers  or  buy  through 
the  large  organized  collecting  and  marketing  centers  or  entrepots? 

The  country  or  market  in  which  purchases  of  any  given  product 
will  be  made  is  determined  by  one  or  several  of  the  following 
factors: 

a)  Cost  price  of  the  merchandise  - 

b)  Quantity  available 

c)  Quality  or  grade  of  products  produced 
a)  Reputation  of  product 

e)  Organization  of ,  the  market,  including  reliability  of  sellers, 

hnancmg  facilities,  transportation  facilities,  and  so  forth 
J)  fcase  of  access— affecting 

(1)  time 

(2)  cost 

S)  Economic  and  political  conditions 

PricVS  m1? Vu°US  ^  When  a11  other  factors  are  e(*ual>  Purchase 
e  will  be  the  decisive  factor  in  determining  where  purchases 
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will  be  made.   "All  other  factors,"  however,  are  rarely  equal. 
SL7may  be  cheaper  in  a  given  market,  but 
may  not  be  dependable;  there  may  be  uncertainty  as  to  regularity 
of  delivery;  exchange  fluctuations  in  the  country  may 'give :  too 

great  a  speculative  nature to ^«^-^ 
nf  navment  may  not  be  arranged,  mese  anu  uuici  w 
^nxllar  nature  mean  that  frequently  price  is  not  the  onty  o. per- 
haps  not  even  the  chief,  consideration  in  determining  the  source 

-  Th^S'tity  of  goods  available  is  an  important  consideration, 
espec  ally  for  bulky  raw  materials.  Such  materials  ofte. .  move  in 

shhploa/lots.  If  f^^^SS^  -fm£ 
increased  transportation  charges  on  small  sn»Pmen^  >  . 
the  supply  unavailable.  Furthermore,  if  supplies  are  small,  it 
may  be  uneconomic  to  develop  dock  and  handhng  facdiUes  for 
the  effective  handling  of  the  products.  If  supplies  are  large,  so 
that  future  as  well  as  present  needs  can  be  met  not  only  win 
adequate  transportation  facilities  ^  ^veloped  but  ^rt  ajd 
port-handling  facilities  may  be  provided  by  the  P'°duc«  or  Dy 
Z  importer  so  as  to  further  cheapen  and  facilitate  shipment  . 
Fnr  Pxanrole  the  large  deposits  of  iron  ore  near  Coquunbo,  ^nue, 

VpossibL  Jthe  Bethlehem  Steel 
vide  a  special  fleet  of  ore-carrying  boats  and  to  improve  docking 
lacuitieTm  Chile  for  cheap  and  rapid  handling  of  the  ore  for 
Sment  via  the  Panama  Canal  to  the  United  States.  On  the 
S5£  ie  limited  supply  of  iron  v**^*^*  ~ 
the  mouth  of  the  Orinoco  River  m  Venezuela  is  one  reason  wy 
that  section  was  abandoned  as  a  source  ?/  ^po'tec Uron  ore^ 
The  present  limited  supplies  of  fruits  available  for  export  f  rem 
the  River  Plate  region  limit  the  development  of  tot «* 
special  shipping  facilities  must  be  ^^^^^^ 
shipments.  Ultimately  this  may  be  an  important  tode,  since  tcm 
are  ready  for  shipment  here  at  the  off-season  in  North  Temperate 
Zone  countries.  Even  for  high-valued  manufactured  goods  * 
quantity  available  is  important.  Large  purtoses ^ -frjg 
savings  in  transportation  costs,  but  buyer's  expenses  are  lessens 
3?I  limited  territory  only  has  to  be  covered  by -.  buy*  » 
supply  a  company's  needs;  and  the  facilities  for  financing,  buying 
assembling,  and  forwarding  are  all  likely  to  be  better  and  cheaper 
in  such  a  market. 
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Closely  related  to  available  amounts  of  goods  is  the  question 
of  regularity  of  supplies.  Uncertain  climatic  conditions,  for 
example,  may  make  a  region  not  dependable  as  a  place  of  pur- 
chase, season  after  season.  Large  crops  for  a  series  of  years  may 
be  followed  by  a  series  of  crop  failures.  Manifestly,  such  a  region 
cannot  be  depended  upon  as  a  continuous  source  of  supplies,  and 
facilities  for  production,  marketing,  and  transportation  are  less 
likely  to  be  perfected. 

The  quality  or  grade  of  the  commodity,  and  the  degree  of 
dependability  that  can  be  placed  upon  securing  the  desired  grades, 
are  considerations  that  often  outweigh  price  advantage.  This 
applies  to  raw  materials  as  well  as  to  foods  and  manufactured 
products.  Qualities  of  raw  materials  and  foods  vary  from  produc- 
ing center  to  producing  center,  partly  because  of  climatic  or  soil 
conditions  that  give  peculiar  qualities  to  the  product,  and  partly 
because  of  differences  in  the  care  and  skill  used  in  producing  and 
preparing  the  products  for  market.  Brazilian  goat  skins,  for 
example,  possess  qualities  differing  from  goat  skins  from  the 
Mediterranean  regions  of  Europe.  Coffee  grown  on  the  plateaus 
of  Colombia  differs  from  coffee  grown  in  Brazil,  and  both  differ 
from  Far-Eastern  coffees.  Brazilian  crude  rubber  differs  from 
plantation  rubber  largely  as  a  result  of  methods  of  collection  and 
curing.  French  woolen  piece  goods  possess  peculiarities  that 
distinguish  them  from  English  woolens.  Slight  variations,  under- 
stood fully  only  by  the  industries  concerned,  may  be  of  enormous 
consequence  in  these  days  of  highly  specialized  and  highly  com- 
petitive manufacturing  and  merchandising.  Selection  of  the  source 
of  purchase  is,  therefore,  often  of  great  importance  because  of 
tne  influence  of  source  on  peculiar  qualities  of  the  goods. 

Reputation  possessed  by  the  goods  from  some  markets  is  fre- 
quently a  factor  of  importance.  Irrespective  of  cost,  or  even  of 
quality,  the  fact  of  reputation  for  quality  or  style  or  dependability 

a  »<£Uyer  t0  one  market  rather  ^an  t0  another.  "Scotch 
tweeds  "English  worsteds,"  "Spanish  olives,"  "French  gloves  " 
( Irish  lmens,"  "Swedish  iron,"  "Ceylon  teas,"  "Zanzibar  cloves/' 

renil?11  T^'"  are  aU  terms  ^trative  of  the  influence  of 
putation,  built  originally  upon  quality,  and  persistent  in  their 
nuence  upon  purchasing.  To  go  to  new  sources  for  such  prod- 
is  even  when  the  same  quality  is  assured,  is  often  an  experi- 
ent  not  to  be  entered  upon  without  careful  consideration  either 
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by  the  manufacturer  or  the  merchant.  Even  when  the  manuf^ 
turer  is  assured  that  domestic  raw  materials  are  not  inferior  he 
mav  insist  on  the  imported  product  for  the  effect  it  has  on  sales. 
For  instance,  a  maker  of  cutlery  may  find  it  a  selling  point  if  he 
can  advertise  his  goods  as  made  of  "Sheffield  steel    This  influ- 
ence can,  of  course,  be  broken  down  m  time  if  it  i not ^ba sed 
upon  real  superiority.  For  example,  the  development  of  ^e  clove 
industry  in  Madagascar  is  supplanting  Zanzibar  cloves,  since  tne 
quality  of  Madagascar  cloves  is  being  demonstrated  as  not  inferior. 
When  first  introduced,  however,  Madagascar  cloves  were  not 
favored  in  the  American  market  and  sold  at  2  cents  less  per  pound. 
Rubber  from  the  Far  East,  at  first  handic^ 
tion  of  Brazilian  "Para"  rubber,  is  now  sought  for  its  quality  as 
well  as  for  its  cheapness. 

Still  another  factor  influencing  choice  of  market  m  which  to 
purchase  is  connected  with  the  organization  an^  natui*  .} 
market.  Many  marketing  centers  have  developed  nr-wtacn  special 
facilities  for  purchases  have  been  perfected. 
collecting  and  marketing  centers,  have  not  only  come -to  have  a 
developed  organization  for  buying  and  selling,  but  perf orm ^ban* 
W  and  financing  services,  warehousing,  freight  |orwardmg  in- 
surance, and  other  services  as  well.  Many  of  the  largest  of  these 
marketing  centers,  like  London,  Amsterdam,  and  Hamburg,  are 
collecting  centers  near  the  centers  of  consumption  far  from 
the  prol&regions  of  the  products  sold.  Others,  but  smaller 
markets,  have  developed  near  the  centers  of  production,  as  lor 
example,  the  rubber  market  in  Singapore  or  ^ 
Svdnev  The  advantages  of  these  marketing  centers  are  so  great 
that,  even  in  spite  of  the  growth  of  direct  transportation  and 
direct  trading,  they  persist  in  drawing  buyers.   Nearly  half  0 
t World's  w'ool    Z  marketed  in  England;  most  of  the  Eas 
Indian  tobacco,  at  Amsterdam;  before  the  ^'^^^ 
was  marketed  in  Hamburg,  and  so  on,  through  yPJ^ 
The  displacement  of  European  entrepot  trade  that  took  piac 
during,  and  as  a  result  of,  the  war  apparently  was  not  a  permanen 
shifting  to  direct  trade.  The  entrepot  and  transshipment  trad 
has  markedly  developed  again  in  many  of  the  J* 
advantages  of  purchase  in  such  organ*^^ 
weigh  any  small  cost  advantages  to  be  f^T^^f^S 
to  the  producing  centers;  but  generally  there  is  a  cost  advantage 
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in  buying  in  the  organized  market  centers,  as  well  as  service  ad- 
vantages  and  other  conveniences. 

Nevertheless,  as  transportation  and  the  means  of  communi- 
cation by  telegraph,  cable,  and  radio  have  developed,  old  market 
centers  are  changing,  new  ones  are  developing,  and  opportunities 
for  direct  purchasing  in  producing  centers  are  more  frequent. 
Rubber,  long  sold  principally  by  auction  in  London,  can  now  be 
bought  in  the  Singapore  and  Colombo  markets.  Shall  the  im- 
porter, therefore,  arrange  to  buy  through  the  Singapore  market? 
Tea,  long  purchased  only  through  the  London  market,  can  now 
also  be  purchased  at  the  Ceylon  auctions  and  shipped  directly. 
It  does  not  follow,  however,  that  the  tea  importer  will  no  longer 
buy  in  London.  There  are  often  disadvantages  of  buying  in  a 
new,  or  not  well-organized,  market  that  outweigh  any  possible 
advantages  obtainable  in  prices,  or  in  the  opportunities  for  direct 
relations  with  producers.  The  firm  that  depends  on  one  source 
of  supply,  even  if  that  source  appears  adequate  for  present  needs, 
is  subject  to  many  risks.  When  possible,  several  alternative 
sources  are  desirable  as  an  element  of  safety  for  the  future— a 
means  of  insurance  for  certain  and  continuous  supplies  at  all 
times. 

Lastly,  political  and  economic  conditions  within  a  country  may 
affect  the  buying  policy.  If  political  disturbances  or  uncertainties 
are  such  as  to  threaten  regularity  of  deliveries  or  to  bring  about 
changes  in  quality,  it  may  be  unwise  to  continue  direct  purchasing, 
even  if  other  conditions  remain  favorable.  The  political  disturb- 
ances in  Yucatan,  for  example,  together  with  the  attempt  at  con- 
trol of  marketing  sisal  by  the  Mexican  Government,  have  raised 
seriously  the  question  on  the  part  of  American  consumers  of 
sisal  as  to  the  development  of  new  sources  of  supply  outside  of 
Yucatan.  The  economic  conditions  surrounding  coffee  production 
in  such  countries  as  Colombia  may  make  it  all  but  impossible 
for  the  green  coffee  merchant  to  buy  direct  in  that  market.  The 
commission  houses,  by  close  contact  through  essentially  a  barter 
business,  may  be  best  suited  to  handle  coffee  there,  and  direct 
Purchasing  may  be  inadvisable.  In  Brazil,  however,  it  is  not  im- 
possible for  the  coffee  merchant  or  roaster  to  go  direct  to  the 
{arge  producers.  The  disturbed  political  conditions  in  Russia  or 
m  China  obviously  are  factors  influencing  buying  policies  in  those 
regions. 
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TIME  OF  PURCHASE 

The  time  for  placing  import  orders  may  be  influenced  by  sea- 
sonal fluctuations  in  production  or  in  demand,  by  price  variations, 
by  competition,  by  exchange  situations,  by  Prospects  o  tariff 
changes;  and  by  other  reasons.  For  some  products,  Particularly 
agricultural  products,  the  buying  season  may  be  determined  by 
seasonal  production.  For  perishable  products  seasonal  purchas- 
ing is,  of  course,  imperative,  and  for  many  products  purchases  in 
the  primary  markets  must  be  made  in  response  to  this  factor. ^  Fre- 
quently the  buying  season  will  last  but  a  few  weeks.  The  quality 
of  eoods  may  also  be  influenced  by  seasonal  fluctuations,  making 
it  desirable,  in  some  cases,  to  buy  the  early  crop,  and  at  other 
times  the  later  harvest.  Mastery  of  such  details  may  be  essential 
in  determining  time  of  purchase.  For  clothing  piece  ( ;oods  and 
most  department-store  articles,  there  is  also  a  distinct  ouying 
season  based  partly  on  seasonal  demands,  partly  on  custom. 
In  addition  to  seasonal  supply  or  demand,  there  are  other  factors, 
less  oeriodic  in  their  operation,  that  influence  buying  policy. 
Such^mple,  are  Exchange  and  price  fluctuation.  What 
influence  shall  low  exchange  have  on  Pur^asmg  or  on  anto 
pated  fluctuations  in  prices?  This  raises  the  8P«3 
Son  on  exchange  and  prices  and  the  policy  of  modifying  usual 
buying  policy  to  meet  anticipated  situations.  In  some  market^ 
exchangVvaries  with  considerable  seasonal  regularity  in  response 
toTade    It  has  been  reported  that  Colombian  exchange  vane 
with  the  flood  or  low-water  stages  of  the  Magdalena  Rive 
through  the  influence  of  the  river  on  exports  of  coffee.  J^a 
fluctuations  in  exchange  and  prices  resulting  from ^  worW-wide 
economic  disturbance,  have  been  without  precedent  and  ofie 
problems  complex  and  difficult  of  solution  in  connection  with  time 
of  purchase,  as  weU  as  with  price  determination. 

Prospects  of  tariff  revisions,  or  other  governmental  trade  regu- 
lations, either  in  this  country  or  in  foreign  countries,  also  raise 
Questions  as  to  time  of  purchase.  Shall  purchases  be  increased 
hi  anticipation  of  increased  duties  on  the  part  of  a  new  Congress, 
or  m  thePface  of  proposed  regulations  such  as  coffee  valor,* *» 
in  Brazil,  or  restriction  of  rubber  production  in jBj 
Is  it  practical  for  a  department  store  to  attempt  to  j* 
buying  throughout  the  year,  rather  than  to  follow  usual  custom 
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and  send  all  buyers  to  the  European  market  at  one  time,  thus 
congesting  the  foreign  department  with  work  for  a  short  period, 
and  depriving  the  store  of  most  of  its  department  heads  at  the 
same  time?  These  are  some  of  the  problems  connected  with  time 
of  purchase  of  imported  goods. 

The  question  also  may  arise  as  to  whether  purchases  shall  be 
deferred  to  near  the  time  of  need,  or  bought  far  in  advance  of 
needs.  Some  products  can  be  bought  in  the  local  spot  market 
for  immediate  delivery;  other  goods  may  be  purchased  "afloat" 
from  importing  merchants,  deliveries  to  be  made  on  arrival  of 
vessel;  goods  may  be  purchased  for  future  delivery  either  from 
the  importing  merchant  or  the  foreign  merchant;  or  goods  may 
be  purchased  in  large  quantities  far  in  advance  of  needs  and 
held  in  bonded  warehouses  or  in  stock  until  time  for  consumption. 


SIZE  OF  PURCHASE 


The  size  of  orders  may  be  closely  related  to  time  of  purchase, 
particularly  when  it  relates  to  buying  a  year's  supply  at  a  given 
buying  season,  thus  taking  advantage  of  apparent  price  advan- 
tages.  Seasonal  and  other  periodic  fluctuations  in  supply  may 
be  of  much  importance  in  determining  the  time  and  size  of  pur- 
chases. The  purchase  of  supplies  from  India,  for  example,  may 
bear  a  direct  relation  to  the  monsoon,  the  greatest  single  factor 
in  India  s  production.  Purchasers  in  the  Indian  market  will  do 
well  constantly  to  study  the  influence  of  the  monsoon.  Again 
supplies  and  hence  prices  of  some  commodities  are  closely  inter- 
related. High  prices  for  rubber  in  the  Dutch  East  Indies  and 
Malaya  draw  native  producers  from  spice  production  to  rubber 
and  may  result  ultimately  in  shortages  and  high  prices  in  spices. 
L~ .     m  rubber  Pnces,  on  the  contrary,  may  result  in  decreased 
prices  for  spices.    Large  purchases  may  involve  questions  of 
storage  and  warehousing,  of  larger  capital  investment,  of  assur- 
ance of  adequate  supply  and  proper  qualities,  of  risk  from  price 
fluctuation  or  from  deterioration  of  product.  Manifestly  policies 

the        ?  purch?se  dePend  on  many  factors:  the  commodity; 
mamet;  the  size  and  financial  resources  of  the  purchaser- 

m  „^°n  °f  price  or  disc0"1*  advantages  that  may  or  may  not 

on  lT,   T?8  °rders;  8avi,*s  t0     "ad*  ™  transportation  costs 
"rge  shipments;  the  degree  to  which  the  purchasers 
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to  speculate  on  future  prices;  and  the  facilities  for  hedging  pur- 
chases in  an  organized  market.  Policies  differ  among  successful 
manufacturers  as  to  size  of  purchase.  In  general,  speculative 
risk  involved  in  large  purchases  should  not  be  assumed  by  the 
manufacturers.  Purchasing  far  enough  in  advance  to  assure  ade- 
quate supplies  should  be  sought,  but  not  large-scale  speculative 
purchasing. 

COSTS  OF  IMPORTED  PRODUCTS 

The  cost  of  a  foreign  product  landed  in  the  United  States,  fre- 
quently referred  to  as  "landed  cost,"  is  made  up  of  some  or  all 
of  the  following  elements: 

1.  Original  price  paid  in  the  foreign  market,  or  "first  cost"; 

2.  Packing  charges; 

3!  Brokerage,  commissions,  and  other  buying  expenses,  as  cables 
End  buyer's  expenses ; 

4.  Transportation  charges,  including  insurance,  landing  and  dock- 
ing charges,  warehousing  charges; 

5.  Export  taxes,  consular  fees,  and  other  governmental  charges  in 
the  foreign  country; 

6.  Tariffs,  customs  and  port  charges  at  the  port  of  entry; 

7.  Foreign-exchange  costs; 

8.  Financing  costs,  such  as,  for  instance,  bankers'  fees,  mterest, 
discounts,  and  commissions; 

9.  Overhead  costs. 

When  a  consumer  purchases  from  an  importer  in  the  United 
States,  the  price  quoted  by  the  importer  includes  all  of  the  above 
plus  a  profit  added  by  the  importer.  The  quotations  are  a  so 
in  dollars,  and  the  transaction  differs  in  no  way  from  a  similar 
buying  transaction  in  domestic  trade.  When,  however,  the  im- 
porter buys  in  the  foreign  market,  he  encounters  many  problems 
in  estimating  the  actual  landed  cost,  difficulties  not  present  in  a 
domestic  transaction.  This  has  been  particularly  true  in  recent 
years  when  exchange  fluctuations  have  been  marked,  foreign  cur- 
rency depreciations  the  rule,  prices  of  most  commodities  unstable 
and  widely  fluctuating,  ocean  steamship  rates  uncertain,  govern- 
ment tariff  policies  unsettled  and  changing.  These  conditions 
have  made  foreign  purchasing  particularly  difficult,  and  have 
emphasized  the  importance  of  formulating  wise  policies  in  respeci 
to  purchase  prices  and  resale  prices  of  imported  goods.  This ;  is 
even  more  apparent  when  it  is  remembered  that  imported  goods 
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often  must  be  ordered  months  in  advance  of  their  arrival  in  this 
country.  The  determination  of  an  accurate  landed  cost  of  im- 
ported merchandise  is  likely  to  be  as  involved  as  it  is  important.1 


HEDGING 


In  the  purchase  of  some  commodities,  it  is  possible  for  the  pur- 
chaser to  protect  himself  against  risk  of  price  fluctuations  by 
hedging  operations.    Under  such  an  arrangement  the  purchaser 
buys  or  sells  futures  in  the  commodity  on  which  he  is  seeking 
protection  against  price  variations.  A  manufacturer,  for  example, 
who  will  require  raw  material  in  three  months'  time  may  purchase 
his  requirements  at  once,  or  at  "spot"  prices,  for  storage  until 
needed.   In  order  to  protect  himself  against  a  fall  in  prices,  he 
may  at  the  same  time  sell  a  "future"  contract  for  delivery  of  an 
equal  amount  of  the  raw  materials  at  the  end  of  three  months. 
If,  in  the  meantime,  prices  fall,  his  losses  on  value  of  stock  on 
hand  will  be  made  up  in  whole  or  in  part  by  profits  on  the  future 
transactions,  for  he  can  then  buy  in  the  spot  market  at  prices 
below  his  future  contract  arid  thus  make  a  substantial  profit  on 
the  future  contract.  If  prices  rise,  his  gains  on  the  value  of  his 
stock  inventory  are  balanced  by  losses  on  the  settlement  of  the 
future  contract.   The  manufacturer  is  thus  protected  from  large 
risks  in  price  fluctuations.    Such  hedging  operations  are  lim- 
ited, however,  to  those  commodities  and  markets  in  which  there 
is  a  well-organized  futures  market,  and  on  commodities  in  which 
there  is  a  generally  fixed  relation  between  "spot"  and  "future" 
prices. 

PRICE  QUOTATIONS  4 

The  price  quoted  by  the  foreign  seller  may  be  based  upon  a 
variety  of  factors  and  may  take  a  variety  of  forms.  It  is  not 
the  purpose  here  to  discuss  the  economic  factors  that  determine 
Price,  but  rather  to  point  out  the  meaning  of  price  quotations  in 
their  relation  to  an  importer's  policies  in  regard  to  purchasing. 
»  the  price  quoted  by  the  foreign  seller  is  the  factory  price  stated 
in  the  currency  of  the  exporter's  country  and  payable  cash  in 
advance,  the  buyer  bears  all  the  risks  of  fluctuations  in  the  various 

BzJZ^IL  "Calculating  Landed  Cost  of  Imported  Merchandise,"  G.  L.  Abramovitz, 
etm  Atonal  Retail  Dry  Goods  Association,  September,  1926. 
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elements  that  determine  the  landed  costs.  ".^.^^J 
*  **  rtn  th*  aoods  delivered  in  the  buyers  country, 

ffe  ^rencV  of  £  co^ry  and  V***  after  delivery,  prac- 
ticSy  are  borne  by  the  seller    Between  these  two 

extremes  the  risks  of  fluctuations  ™lt££r  U*^2 
nmnortions  between  the  exporter  and  the  importer,  it  tne  price 
2S  upon  the  goods  landed  in  the  United  States,  the  price 

lit,  of  course,  include  ^^S^SbISaZ 
with  compensation  to  the  seller  for  the  additional  risks  and  re- 
sponsibilities he  assumes.  ,  trade 
Price  quotations  in  the  import  trade,  as  in  domestic  trade, 
are  usually  stated  in  terms  of  place  of  delivery,  or  place  to  which 
importation  charges  are  paid.  Thus,  the  price  may  be  ILo.h 
STn"  or  «c.i.f Boston."  ^^^^SSL 
the  preceding  section,  of  course,  enter  into  *^™™td 
the  Drice  that  is  quoted,  and  sometimes  the  quotations  are  stated 
*  as  £  ShKfcfactors  other  than  place  of  delivery  such  as 
commissions  or  exchange.  J" J^^J^S^  price 

quo^ns'n^ 

Ltory  or  warehouse  to a quotaUon ontiie ^good  d^red  at 
the  store  or  warehouse  of  the  buyer  in  tnis  OTU™2\  *  nf  trans 
extreme  the  buyer  must  undergo  the  troub  e  and  ^ote- 
Porting  the  goods  from  the  foreign  source  to  his  place  of  business 
Ke  second  extreme,  the  seller  assumes  all  the^fo^s 
deluding  bringing  the  goods  through  customs.  Rarely  are  quo 
.Lpd  *  lither  of  these  two  extremes.  The  most  common 

SSo^ar   f^  port  of  shipment  or  elf  port  of  amval. 

Quotations  are,  however,  frequently  made  <c.  &  tport  of  arrival, 

«f  *.s.  port  of  shipment,"  "ex-dock  port  of  amvaL 
The  following  list  gives  the  range  of  quotations  ana  me  ». 

types  used  in  import  transactions: 

the  place  of  purchase.   Sometimes  reterrea  10  a* 

very  rarely  used.  shipment."   In  a  "free  on 

cp  ready  f.°  ,  ^7^0„X"F.o.b"  in  British  practice  almost 
tion  is  called  f.o.r.  (treeonrau;.     x         , .       .  ,f 
^variably  means  "f .o.b.  ocean  vessel,  port  of  shipment. 
£3.  "F.L.  cor,,  ^  of  shipment."  The  seller  places  goods  aboard 
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cars  and  arranges  for  and  pays  freight  to  the  port  of  shipment.  The 
quotation,  therefore,  includes  these  charges. 

%  4.  "F.a.s.,  vessel."  In  a  "free  along  side"  shipment,  the  seller  is 
responsible  for  seeing  that  the  goods  are  placed  within  reach  of  the 
ship's  tackle,  either  on  the  docks  or  in  lighters  alongside. 
^5.  "F.o.b.  vessel,  port  of  shipment."  In  this  case  the  goods  are  ac- 
tually loaded  aboard  the  ocean-going  vessel  ready  for  transportation 
overseas. 

^  6.  "C.  &  /.,  port  of  arrival."  If  a  quotation  is  "cost  and  freight," 
the  seller  not  only  places  the  goods  aboard  the  ship  as  in  (5),  but  he 
pays  the  ocean  freight  to  the  port  of  destination  and  includes  such 
charges  in  his  quotation. 

y/  7.  "CJ.f.,  port  of  arrival.'  In  addition  to  freight,  the  shipper  in  a 
"cost,  insurance,  freight"  quotation  arranges  and  pays  for  marine  insur- 
ance. All  charges  are  thus  included  in  the  price  up  to  the  arrival  of 
the  goods  at  the  port  of  destination. 

I  8.  "Ex-dock,  port  of  arrival."  As  the  name  indicates,  an  "ex-dock" 
quotation  means  that  the  seller's  price  includes  all  charges  until  goods 
are  actually  landed  on  the  dock  in  the  importer's  country.  This  would 
include  port  and  landing  charges,  if  any;  lighterage;  extra  costs  in 
unloading  from  the  vessel's  hold.  It  might  or  might  not  include  duty. 
Sometimes  the  terms  are  "ex  bonded  warehouse,"  in  which  case  the  im- 
porter takes  delivery  from  the  warehouse,  after  he  has  paid  the  duty. 

0.  "Delivered,"  "Free,"  or  "Franco."  Such  a  quotation  would  in- 
clude all  costs  of  the  goods  delivered  at  the  buyer's  place  of  business. 

The  above  is  only  a  partial  list  of  the  types  of  quotations  that 
may  be  made.  Use  of  some  of  these  terms  has  frequently  led 
to  misunderstandings,  since  they  have  been  used  in  different 
countries  with  different  meanings.  Care  must  be  taken  in  their 
employment.  The  fact  that  exact  definitions  for  many  of  the 
terms  have  been  established  and  recommended  for  use  by  several 
American  trade  associations  does  not  mean  that  these  definitions 
can  be  relied  upon  for  quotations  made  by  foreign  sellers  to 
American  buyers. 1  British  practice,  in  particular,  differs  in  cer- 
tain respects  from  the  American  definitions. 

The  price  quotation  'that  will  be  used  in  an  import  transaction 
depends  upon  many  factors.  Often  it  is  determined  by  the 
custom  of  the  particular  trade  or  market  in  which  the  business 
is  done.  In  such  cases,  certain  methods  are  almost  invariably 
followed.  In  other  trades,  the  kind  of  quotation  used  may  depend 
J^Jhe  condition  of  the  ocean  freight  market,  the  situation  in 

poi^  TradT^^  a  b00klet  issued  by  National 

*  *  if 
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the  international  exchanges,  the  nature .  of  the  barter's  organi- 
zation and  his  ability  to  arrange  ^^f^Sffe  quoted 

Prices  quoted  may  be  definite,  that  is,  a  specinc  price 
JTSkZ commodity  or  grade.   Sometimes  a  base  price  is 
♦  wf^  for  a  sSed  quality  and  provision  made  to  adjust 
Se acttf  priced pdd'in  accordance 
grades  delivered  compared  to  the  base  grade. 

is  based  on  quality.   For  euqfe  ir°^J0pSes  on pdari- 
based  on  the  iron  content  of  the  ore,  raw  sugar prices  v 
scope  tests,  grain  prices  on  a  certain  standard  VP*- 

(b)  average  prices  at  a  given  time  or  al  qua Wies, as  iot 
pie,  the  price  of  silk  cocoons  in  Italy;  ^c>  »  a£™£  Png,n^ 

S  precedhig  peri«i,  such  ^^,^^^221. 
nental  Europe  which  were  based  on  2  «cost 

Metal  Exchange  during  the  month  preceding  delivery,  (u) 
Meta  ^xcfd.nec       »  .    j     a  certain  agreed-upon 

plus,"  that  is,  the  actual  tirst  cost  P'"s  ,  exDloited 

percentage.  This  latter  method  has  been  used  for  newly  expiouea 

"gross"  or  "net,"  according  as  allowance ;  is  made  ioi 
gru»  »  mnsideration  "tolerance"  or  dratt. 

the  pnee  may  take  into  consioerau ion  ^  fa  fte 

These  latter  are  quantity  or  during 
f  o,-^  dier  relieves  the  buyer  of  the  risk  ol  shortage  auuug 
foreign  seller  relieves  mc  u»j  ;mr>«,t!>t;on^  of  skins  from 
transportation.  For  example,  in  the  importations  ot  suns 

Semina  it  is  customary  to  compute  Pg^-*^  J 
arrival  weights  rather  than  shipping  weights  since  skins Jose  m 
ieS  Juring  shipment.  In  coal  shipments  ^J»^3S 
3n  weight  due  to  the  formation  of  dust;  hence  the  practice  ot 

-^.nU  nercentaee  overweight  to  the  invoice  weight, 
adding  a  percentage  overwc  g  snecifving  the  quantity 

Care  is  needed  in  international  trade  f  as  ta 

units  in  which  quotations  are  made  U^^^W*** 
the  lumber  trade  in  London,  a  standard  hundred  of  «o  p« 

'Maughan,  Trade  Term  DeM^  P-  *3«.  and  Wolfe,  opus  of,  p.  LI- 
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A  ton  may  be  a  "long  ton,"  a  "short  ton,"  or  a  "metric  ton."  A 
gallon  may  be  a  "standard  gallon"  or  an  "imperial  gallon,"  and 
so  on. 

CURRENCY  OF  QUOTATIONS 

In  periods  of  depreciating  exchanges  and  currencies,  the  cur- 
rency specified  in  the  quotation  is  of  much  importance.  The 
quotation  may  be  in: 

1.  Currency  of  the  exporter's  country.  Since  this  puts  the 
exchange  risk  on  the  buyer,  such  quotations  tend  to  be  lower  than 
when  the  seller  bears  the  risk.  The  importer  may,  to  a  certain 
extent  and  in  some  markets,  protect  himself  against  exchange 
fluctuations  by  the  purchase  of  future  exchange.  In  many  cases, 
however,  such  protection  is  not  possible.  Foreign  currency  quota- 
tions have  been  usual  in  raw-material  imports. 

2.  Currency  of  the  importer's  country.  Since  the  seller  bears 
the  exchange  risk  under  such  quotations,  it  is  to  be  expected 
that  the  price  would  include  the  cost  of  such  risk.  For  goods 
that  are  highly  competitive  in  the  American  market,  as  are  many 
manufactured  goods,  quotations  are  frequently  made  in  dollars. 
In  countries  with  highly  unstable  currencies,  dollar  quotations 
have  been  used  even  where  pre-war  custom  favored  other  curren- 
cies. Since  the  war,  dollar  quotations  have  been  a  growing  prac- 
tice. The  buyer  and  seller  may  agree  on  a  fixed  rate  of  exchange 
at  the  time  the  quotation  is  made. 

3.  Currency  of  a  third  country.  In  many  commodities  custom 
has  established  the  practice  of  making  quotations  in  the  currency 
of  a  third  country,  usually  sterling.  For  example,  nitrate  of 
soda  in  Chile  is  almost  invariably  sold  in  pounds  sterling.  In 
addition  to  custom,  and  often  accounting  for  the  custom  originally, 
banking  and  financial  facilities  of  a  third  country  make  the  use 
of  third  country  quotations  necessary  or  desirable.  This  is  illus- 
trated in  the  case  of  wool  imports  from  Australia  which  are  almost 
always  in  sterling.  The  need  of  quotations  in  a  staple  currency 
is  a  potent  reason  for  using  a  third  currency.  This,  of  course, 
would  not  apply  to  dollar  quotations  at  the  present  time. 

4.  Quotations  in  terms  of  a  second  commodity.  A  barter  trade, 
such  as  is  implied  by  this  method,  is  extremely  rare.  During  the 
Post-war  period  in  Central  and  Southeastern  Europe  barter  in 
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modified  form  was  used,  but  only  in  extremely  exceptional  cir- 
cumstances are  quotations  actually  made  in  terms  ol  commooi- 

tlCS*  TIME  OF  PAYMENT 

In  addition  to  the  factors  discussed  in  the  preceding  sections, 
the  price  quotation  takes  into  consideration  the  tune  payment  a 
due.  If  the  foreign  exporter  grants  long-time  credits,  be must 
make  sufficient  allowance  in  the  price  quoted  for  the  additional 
costs  and  risks  involved.  The  following  are  the  common  terms 
of  payment  as  influenced  by  the  time  of  settlement:  < 

I  Cash  Terms: 
',.  "Cash  with  order."  That  is,  payment  is ^required 
of  shipment.  No  risk  whatever  is  carried  by  the  seller  m  tins  case. 

2  "Cash  against  documents."  That  is,  payment  is  due  at  time 
of  shipment  from  the  exporter's  country,  generally  upon  delivery 
of  the  bill  of  lading  and  other  documents  showmg  that  shipment 
has  been  effected. 

*  "Cash  azainst  delivery"  or  "Documents  against  payment." 
Here  payment  is  required  at  time  of  delivery  in  the  importer's 
ZK'or  at  the  time  the  bill  of  lading  and  other  do^o^ 
presented.  This  time  payment,  of  course,  involves  delayed  receipt 
of  payment  on  the  part  of  the  importer,  equal  to  the  length  ot 
time  required  for  the  goods  or  the  documents  to  reach  the  im- 
porter's country,  except  as  the  exporter  may  draw  and  discount 
drafts  at  his  bank,  under  conditions  previously  arranged. 

4  "Net  cash,"  "prompt  cash."  Net  cash  may  mean  payment 
within  a  few  days— live  or  ten— after  delivery.    Prompt  cash 
generally  means  payment  within  a  day  or  two,  according  to  com- 
mercial usage  in  the  market. 
II.  Future  Payment  Terms: 

1.  "3o  days  net,"  "6o  days  net,"  and  so  forth  The ^pr ice  i is 
based  upon  payment  without  discount  at  the  end  of  the  time 
specified.   Discounts  often  are  allowed  if  payment  is  made 
delivery  or  within  a  specified  shorter  period. 

2.  Time  drafts,  payable  30,  60,  90,  and  so  forth,  days  after 
date  of  invoice  or  date  of  acceptance. 
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3.  Combination  terms.  For  example,  payment  may  be  re- 
quired one-third  on  order,  one-third  on  delivery,  one-third  at  a 
future  period. 

CREDIT  TERMS 

In  all  of  the  above  methods,  except  "cash  with  order,"  the 
importer  may  be  required  to  arrange,  through  letters  of  credit  or 
other  means,  security  that  the  payments  will  be  made.  The  usual 
method  of  giving  security  is  through  use  of  the  bill  of  exchange 
and  the  letter  Jjtcredit  which  defines  the  terms  under  which  the 
drafts  are  to  be  drawn  and  paid.  The  granting  of  such  credits 
is  based  upon  the  documentary  evidences  of  shipment  of  the  goods 
furnished  by  the  bill  of  lading,  and  the  acknowledgment  of  the 
indebtedness  by  the  buyer  or  his  bank  as  evidenced  by  acceptance 
of  the  drafts  drawn.  The  various  types  of  documentary  credits 
used  in  importing  will  be  discussed  in  Chapter  VII.  Terms  of 
credit  are  included  in  the  purchase  contract  and  the  type  of 
credit  will,  of  course,  influence  the  price  quotation.  Credits  may 
be  granted  without  any  documentary  security,  as  in  the  case 
of  "open  book  accounts."  While  such  an  arrangement  is  highly 
favorable  to  the  importer,  it  leaves  the  seller  unprotected  and  its 
use  in  international  trade  has  greatly  declined.  The  importer 
will  usually  be  required  to  arrange  for  suitable  credit  security. 

\j    TECHNICAL  PROCEDURE  IN  PLACING  IMPORT  ORDERS 

In  placing  an  import  order,  the  following  steps  may  be  fol- 
lowed: 

1 .  A  letter  or  cable  is  sent  by  the  importer  to  the  foreign  seller 
asking  quotation  on  specified  goods,  or  offering  to  purchase  goods 
specified  at  a  stated  price.  The  latter  is  a  "firm  offer  to  buy;" 
that  is,  if  the  offer  is  accepted  by  the  seller,  the  buyer  is  committed 
to  the  transaction,  % 

2.  A  quotation  is  made  by  the  seller  to  the  buyer,  or  the  buyer 
accepts  the  price  terms  proposed  by  the  seller.  Quotations  tend- 
ered by  the  seller  are  usually  "firm;"  that  is,  if  they  are  accepted 
by  the  buyer,  the  transaction  is  binding. 

3-  "Firm  order"  by  letter  or  cable  from  the  buyer,  on  basis 
or  the  quotation  made,  or  a  letter  or  cable  confirming  the  original 
sale.  The  above  assumes  that  the  buyer  initiates  the  transaction. 
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The  seller  of  course,  may  initiate  the  bargaining  by  making  an 
offer  to the  buyer,  or  a  request  for  tenders  from  the  importer  for 
goods  the  seller  specifies  as  for  sale. 

The  technical  steps  involved  in  actually  ^^""^LS 
imoorted  goods,  and  the  nature  of  the  contract  finally  entered 

invariable  order  of  procedure.  The  contract  may  be  of  the  most 
informal  nature,  consisting  merely  of  "^"^JJ 
letters;  or  it  may  be  a  comprehensive  ^ocumeii^  itormal^j^ 
nessed  and  setting  forth  in  great  detail  all  the  conditions  mvc ved 
to  the  purchase  and  the  performance  of  the  terms  of  the  contract 
some  trades  and  among  some  buyers  and  sellers  printed  forms 
«e Teri  in  all  the  steps  leading  up  to  the  actual  purchase  and 
dSivery  o?\he  goods.  In  other  cases,  the  negotiations  are  entirely 

informal  i      •     *  /4 

The  following  considerations,  however,  need  to  be  kept  in  mind 

in  placing  import  orders: 

i  The  order  should  be  specific  and  exact  in  its  descriptive 
details.  Additional  correspondence  to i  clarify p^er  ^ay  C^ 
sume  weeks  of  time  in  trade  with  a  distant  country  cabte are 

expensive;  the  return  of  goods  onc7^^ 

Exactness  also  will  lessen  or  prevent  misunderstandings  ana  mi 

ga!10Intr<»ctions  for  marking  and  packing  should  be  clearly 
J^JStapSt  order  to"  facilitate 

delivery,  and  sampling.  Packing  and  marking  packages  should 
attain  the  following  results: 

a)  Secure  safety  in  reference  to  the  dangers  of  ocean  and 
rail  transportation,  including  pilferage; 

b)  Make  possible  minimum  freight  and  insurance  rates, 

c)  Facilitate  sampling  and  repacking  at ,  P014;  , 
d\  Marks  should  be  such  as  to  make  the  package  clearly 

dbtinguishable  on  the  dock,  and  to  ^  £j 
agent  to  pick  out  any  particular  package  for  delivery  or  trans 

_shipment.» 

'See  Stern,  Importing,  chap.  iii. 

a  See  Chapter  VIII;  also,  Butterbaugh,  Principles  of  Importtng,  pp.  64-70. 
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3.  Specifications  in  reference  to  tariff  classifications  should  be 
explicit.  Slight  changes  in  specifications  may  be  sufficient  to  put 
an  import  shipment  into  a  lower  tariff  classification  and  at  the 
same  time  not  interfere  with  the  selling  quality  of  the  goods. 
Such  changes  may  be  perfectly  legitimate  methods  of  effect- 
ing economies,  although  at  times  the  practice  may  degener- 
ate into  a  mere  conflict  of  wits  between  the  importer  and  the 
appraisal  officers  of  the  Customs  Service.  Tariff  classifications 
are  exceedingly  detailed.  For  example,  the  presence  or  absence 
of  a  slight  decoration  or  a  slightly  greater  or  less  proportion  of 
brass  trimmings  on  an  article  of  import  may  add  to  or  reduce 
the  duty  on  a  commodity  very  materially.  Eternal  vigilance 
and  intimate  knowledge  of  the  tariff  and  customs  procedure  are, 
in  many  cases,  the  requisites  for  securing  the  most  favorable 
classifications.  Forethought  at  the  time  of  placing  the  order  may 
result  in  much  saving  in  duties  on  certain  types  of  imports  (see 
Chapter  VIII). 


r 
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The  forms  and  terms  of  contracts  finally  consummated  in  mak- 
ing import  purchases  assume  great  variety,  even  in  a  single  trade. 
The  following  are  four  forms  used  in  the  spice  trade: 

CONTRACT  I 

New  York 

„  , , .  October  25.  1023 

SoldbyMcDuffee&Co.  *    V  5 

to  Messrs.  Jones  &  Co.,  Boston  

Article.... Zanzibar  Cloves  

Quantity,  About  One  hundred  bales  

Quality  Fair  average  quality  of  the  season  

Approval. . .  .Quality  to  be  approved  before  removal  from  dock. . 

Price. . .  .Thirty- five^cents  per  pound  f.o.b.  New  York  

Shipment  from....  Zanzibar  

By  steamer  or  steamers  during  December /January /February 

1925-26  

Direct  or  indirect  to. . .  .New  York  \[\\ 

Payment  to  be  made  within  7  days  from  date  of  delivery  in  New 

in  I I  a     <20il%>0r  withi»  30  days  without  discount.  Payable 
m  gold,  or  its  equivalent  in  New  York  funds. 
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Weights. ..  .New  York  re-weights  

Tares  Actual  average  

Insurance.   Marine  insurance,  covered  by  sellers;  sound  and  dam- 

aged  to  be  taken  but  Underwriters'  allowances  to  revert  to  buyers. 
Change  of  import  duty  for  account  of  buyers  hlockades 
Sold  without  responsibility  for  delays  caused  by  war  blockades, 

revolutions,  strikes,  or  any  other  unavoidable  inter rup  ions 
If  all  or  any  portion  of  the  delivery  against ^thi 

be  detained  on  arrival  by  the  United  States  D^a™V^f^ 

culture,  such  portion  so  detained  to  be  canceled  and  to  apply 

agThis  contract  shall  not  be  void  on  account  of  inferiority  of 
oualitv  but  allowance  is  to  be  made— if  inferiority  is  shown—to 
rdecided  in  the  usual  way,  which  arbitration  shall 

be  final  and  binding  on  both  parties.  • 
Buyer's  Acceptance  Broker  Seller  s  Acceptance 

McDUFFEE  &  CO. 

 Jones  &  Co  BY  R -L\  A**** 

Signature  Signature  Signature 

CONTRACT  II 

New  York,.... April  7,  1925 

No  711  

Sold  by  Messrs  Volkert  Bros  

To : . . . .  Jones  &  Co.,  Boston,  Mass  

Quantity:  .  .Ten  (10)  tons  of  2,240  lbs.  each. . .  5%  more  or  less* 

Merchandise:  Cochin  Finger  Turmeric  -hinment 
fair  average  quality  of  the  season  at  time  and  place  of  shipment. 
Price:    at  Nine  and  sixty- five  hundredth  (9.65)  cents  per  lb. 
Weights:  Boston  landed  weights,  usual  tare. 
Packages:  usual  bags. 

Shipment:  By  steamer  or  steamers  direct  ovm^vect ^  with  or 
without  transshipment,  during  the  months  ot  Marcn 
and/or  April  and/ or  May,  1924,  to  Boston,  Mass., 
from  India. 

Delivery:  ex-dock  Boston,  Mass. 

Terms  of  Payment:  Net  cash  against  delivery  order. 

Payable  in  New  York  in  U.  S.  gold  or  its  equivalent  m  currency. 

General  Conditions: 

All  agreements  herein  contained  are  subject  to  Government 
embargoes  and  restraint  of  rulers,  princes,  and  people,  ana 
are  contingent  upon  strikes,  floods,  riots, 
fire,  earthquakes,  rebellion,  war,  or  any  other  emergency  oe- 
yond  seller's  control,  and  delay  in  shipment  through  any 
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the  above-mentioned  causes  is  not  to  be  considered  a  breach 
of  this  contract,  nor  to  exempt  buyers  from  accepting  later 
delivery. 

In  case  that  all  or  part  of  the  goods  shipped  against  this 
contract  are  not  allowed  entry  into  the  U.  S.  A.  by  the  Pure 
Food  Authorities,  this  contract  is  canceled  for  all  or  any  part 
rejected 

The  date  of  Bill  of  Lading  or  "mate  receipt"  shall  be 
sufficient  proof  of  shipment.  In  case  of  shipment  under 
Broken  Bill  of  Lading  buyers  accept  the  date  of  the  Bill  of 
Lading  from  original  port  of  shipment  as  the  date  of  shipment 
under  this  contract.  In  like  manner,  a  declaration  on  the 
Bill  of  Lading  or  a  separate  certificate  signed  by  the  Captain 
or  agent  of  the  steamer,  or  by  the  Superintendent  of  Docks, 
confirming  that  the  goods  were  alongside  or  at  the  disposal  of 
the  steamer  or  in  dock  within  the  time  stipulated  in  the  con- 
tract, shall  be  accepted  by  buyers  as  proof  of  shipment.  Each 
part  shipment  against  this  contract  to  be  regarded  as  a  sepa- 
rate contract.  r 

Duty,  if  any,  for  buyer's  account. 

Any  change  in  duty  is  to  be  for  account  of  buyers. 

Z^:_Should  any  vessel  or  vessels  which  may  be  applied 
to  this  contract  be  lost,  and/or  the  merchandise  or  any  portion 
thereof  be  lost  through  no  fault  of  the  seller,  this  contract 
shall  be  canceled  and  void,  for  such  amount  as  shall  be  lost 
Should  the  merchandise  or  any  portion  thereof  be  trans- 
shipped, and/or  arrive,  the  contract  shall  stand  good  for  such 
portion.  In  the  event  of  damage,  buyers  agree  to  accept 
delivery  thereof  at  a  valuation  to  be  mutually  agreed  upon. 

Claims:—  Buyer's  claims  must  be  made  within  ten  days 
from  date  of  landing  of  goods,  and  ten  per  cent  of  the  original 
unopened  packages  must  be  available  in  event  of  dispute  re- 
garding quality,  and  so  forth.  Any  difference  of  quality  does 
not  entitle  buyers  to  refuse  to  take  deliveries  of  the  goods  and 
buyers  must  accept  the  goods  with  such  allowances  as  may  be 
awarded  by  the  arbitrators,  and  must  consider  such  allowances 
as  final. 

Arbitration:—  Disputes  between  seller  and  buyer,  if  not 
mutually  adjusted,  must  be  settled  by  arbitration 

 m  London,  England  

The  award  shall  be  final  and  binding  upon  both  parties  sub- 

Jiotiit(ltheJ.rig^  ?f ^PPf?'  if  either  of  the  P"1"*  m  disPUte 
snail  be  dissatisfied  with  the  arbitrator's  and/or  umpire's 

award  a  right  of  appeal  can  be  claimed  within  three  f ull  busi- 
ness days  following  the  completion  of  the  arbitration,  or  in 
case  tne  arbitrators  and/or  umpire  have  agreed  in  their  award 
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for  an  extension  of  time.  In  case  it  should  become  necessary 
to  hold  a  second  arbitration  by  reason  of  an  appeal,  the  award 
arrived  at  in  such  appeal  shall  be  final  and  binding  upon  both 
parties.  Sellers  not  liable  for  contingencies  beyond  their  con- 
trol. 

No  arrival,  no  sale. 

(Given  in  duplicate) 

 A.  B.  Brown  • 

Accepted:  General  Mana^ 
 Jones  &  Co  

CONTRACT  III 

Liverpool,  ioth  April/24 

Messrs.  Jones  &  Co.,  Boston,  Massachusetts  

We  have  this  day  sold  to  you  the  following  goods: 

About  (15)  Fifteen  tons  New  Crop  African  Ginger 
@  72/-  (seventy-two  shillings)  per  cwt. 
ci.f.  Boston.   In  Bond. 

Landing  Weights.  All  landing  and  Weighing  charges  to  be 
for  Buyers'  account,  also  any  Import  duties  imposed  by  the 
U.  S.  A.  Government. 

Shipment  during-April/June,  1924,  direct  &/or  indirect  from 
the  W.  C.  of  Africa,  at  Sellers'  option,  by  Steamer  &/or  Steam- 
ers, with  or  without  transshipment  at  Sellers'  option. 
The  risk  of  the  Ginger  being  allowed  to  enter  the  U.  S.  A. 
by  the  Board  of  Agriculture  to  be  borne  by  Sellers,  if  the 
whole  or  part  rejected  by  the  Board  of  Agriculture,  contract  to 
be  canceled  for  quantity  rejected  only. 
Ship  lost,  sunk,  or  captured,  contract  void  and  also  void  for 
any  loss  on  passage,  after  declaration. 
To  be  of  Fair  Merchantable  Quality  or  a  fair  allowance  to  be 
made. 

Any  dispute  arising  out  of  this  contract  to  be  settled  by 
Arbitration  in  Liverpool. 

Payment— Net  Cash  in  Liverpool;  95%  of  Provisional  In- 
voice  amount,  against  Bill  of  Lading  &/or  Deliv- 
ery Order,  Policy  of  Insurance  &/or  Cover  Note 
&/or  Certificate  of  Insurance,  duly  endorsed,  on 
presentation,  or  against  Cable  Release,  on  amva^ 
in  Boston.  Balance  to  be  made  as  soon  as  nnai 
Weights  have  been  ascertained  and  final  invoice 

Yours  respectfully, 

E.  S.  Sweet  &  Co. 
Brokerage . ...  ml ... .  per  cent.  Brokers 
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CONTRACT  IV 


STANDARD  ARRIVAL  CONTRACT 
of  th» 

American  Spice  Trade  Association 


PIWW  IOTK, 


Sold  for  account  of  M 


Quantity  (5  per  cent  more  or  less) . 

^IftWjItf  «■••  •»•••«•«»•  •  •»••••         !.•*•■■•  rp»  nil*  mi 


.(Any  change  in  present  import  duties  of 
V.  S.  A.  shall  be  for  account  of  buyer) 


» direct  or  indirect  to 


PoyoW«  in  gold  or  its  equivalent  in  New  York  City  funds. 

Weights     

Tares     


All  questions  and  controversies,  and  all  claims  arising  under  this  Contract  shall  be  sub- 
nitted  to  and  settled  by  Arbitration  under  the  Rules  of  The  American  Spies  Trade  Association, 
printed  on  the  reverse  side  hereof.    This  contract  is  made  as  of  in  New  York. 


ACCEPTED 


T  1  A 
12  4 


"5 
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The  first  three  of  these  contracts  are  brief  and  much  less  com- 
plicated and  detailed  than  the  fourth,  the  standard  contract  of 
fhe  Spice  Trade  Association.  The  "private  contracts"  are  used 

\  only  between  firms  which  are  considered  very  strong  and  reliable, 
and  hence  it  is  not  considered  necessary  to  enumerate  all  the  con- 
ditions.  However,  so  many  misunderstandings  have  occurred 
under  private  contracts,  that  the  American  Spice  Trade  Associa- 

\  tion  adopted  the  standard  form  given,  which  is  the  contract  now 
generally  used.  Many  other  trade  organizations  have  adopted 
standard  forms  for  the  same  reasons.  The  private  contract  con- 
tinues in  use,  however,  particularly  among  old  houses  with  long 
established  reputations  and  in  cases  where  the  transaction  is  one 
resulting  from  special  bargaining.  If  the  bargaining  position  o 
the  seller  is  stronger  than  that  of  the  buyer,  the  seller  may  insist 

on  the  private  contract.  #   „  . 

All  of  the  above  contracts  are  "contracts  to  arrive  ;  that  is, 
the  seller  undertakes  the  actual  delivery  of  the  merchandise  in 
Boston.  Methods  of  price  quotations  and  of  payments  vary, 
but  the  seller  is  obligated  actually  to  turn  over  the  goods  to  the 
buyer  at  the  port  of  arrival— ex-ship,  ex-dock,  or  ex-warehouse, 

as  the  case  may  be.  , 

In  a  "ci.f.  contract,"  the  seller  obligates  himself,  not  to  the 
actual  delivery  of  the  goods,  but  to  deliver  to  the  buyer  the  docu- 
ments that  are  evidence  of  shipment  and  ownership;  namely,  tne 
bill  of  lading,  the  invoice,  and  the  insurance  policy.  The  port  o 
shipment  is  the  place  of  fulfilment  of  the  ci.f.  contract,  lnis 
would  be  true  also  in  a  c.&f .  contract  and,  of  course,  m  an  f  .o.D. 
contract. 

SOURCES  OF  INFORMATION 

Several  agencies  are  available  to  the  importer  for  obtaining 
information  concerning  sources  of  supply  and  the  economic  ana 
financial  conditions  that  would  affect  production  and  prices  in 

the  foreign  market.  tj„^011  nf 

The  United  States  Government  maintains  in  the  Bureau 
Foreign  and  Domestic  Commerce  of  the  Department  of  Com- 
merce at  Washington  an  organization  for  collecting  miormatio 
concerning  economic  and  trade  conditions  in  all  parts  of  tne 
world.   Except  for  the  information  on  general  economic  condi- 
tions in  various  countries  of  the  world  and  for  information 
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certain  raw  materials,  the  Bureau  is  of  relatively  little  help  di- 
rectly to  importers.  The  chief  interest  and  activity  of  the  Bu- 
reau of  Foreign  and  Domestic  Commerce  is  in  promoting  Ameri- 
can exports.  In  fact,  the  representatives  of  the  Bureau  in  for- 
eign countries  and  the  American  consuls  who  supply  much  of 
the  information  distributed  by  the  Bureau  are  specifically  di- 
rected to  withhold  assistance  to  Americans  seeking  to  purchase 
abroad  except  as  to  "raw  materials  and  goods  which  are  not  in 
direct  competition  with  the  products  of  American  industry."  9 

The  Bureau  of  Agricultural  Economics  of  the  United  States 
Department  of  Agriculture  collects  and  disseminates  information 
concerning  agricultural  conditions  abroad,  and  reports  on  market 
conditions  of  various  crops.  Here,  again,  the  information,  while 
useful  to  importers,  is  more  concerned  with  markets  for  Ameri- 
can products,  unless  the  products  are  non-competitive. 

The  United  States  Tariff  Commission  has  published  much  in- 
formation concerning  imported  products  in  connection  with  its 
various  investigations  that  are  useful  to  the  importer. 

The  consuls  of  foreign  countries  in  the  United  States  are  at 
ways  ready  to  furnish  information  concerning  the  exports  of* 
their  countries,  and  frequently  can  put  importers  in  touch  with 
foreign  producers  or  exporters.  Some  foreign  governments  main- 
tain bureaus  of  information  in  the  United  States  in  order  directly 
to  serve  American  inquirers. 10 

Chambers  of  Commerce  in  the  chief  commercial  centers  of  the 
United  States  usually  have  a  "foreign  commerce  section"  to  serve 
both  the  interests  of  importers  and  exporters.  This  applies  also 
to  the  Chamber  of  Commerce  of  the  United  States,  located  in 
Washington,  which  maintains  a  considerable  staff  in  its  "foreign 
commerce  section"  for  serving  all  foreign-trade  interests. 

Chambers  of  Commerce  of  joint  American  and  foreign  mem- 
hership  are  trade-promoting  and  trade-serving  organizations  of 
considerable  importance  in  all  commercial  countries.  There  are 
n  the  United  States  many  such  Chambers  of  Commerce,  among 

m!rm°Sl  'mportant  of  which  are  the  Italian  Chambers  of  Com- 
merce of  New  York,  Chicago,  and  San  Francisco;  the  Holland- 
f^erican  Chamber  of  Commerce  of  New  York  and  of  San  Fran. 

^  See  the  American  Importer,  November,  1925. 

States°rJe1SttL0rUnited  Sta,te^.Consuls  abroad'  and  foreign  c<>nsuls  in  the  United 
G«X  eCt0ry'  aIS°'  thC  Exp0Her"  En^Pedia,  and 
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cisco;  the  Norwegian- American  Chamber  of  Commerce;  the 
Spanish  Chamber  of  Commerce  of  New  York. 

Many  similar  American  Chambers  of  Commerce  are  found  in 
foreign  countries,  such  as  the  American  Chamber  of  Commerce 
in  London;  the  American  Chamber  of  Commerce  m  France;  the 
American  Association  of  Commerce  in  Germany;  the  Chamber 
of  Commerce  for  the  Levant  at  Constantinople;  the  American 
Chamber  of  Commerce  for  Brazil;  the  -American  Chamber  of 
Commerce  of  China  in  Peking,  and  many  others. u 

Chambers  of  Commerce  of  foreign  nationality  generally  con- 
fine their  membership  to  the  nationals  of  the  two  countries  con- 
cerned. They  act  not  only,  or  chiefly,  for  purposes  of  supplying 
information,  but  also  for  bringing  buyer  and  seller  together^  for 
settling  trade  disputes,  and  for  the  cultivation  of  harmonious 
trade  relations.  The  International  Chamber  of  Commerce,  with 
headquarters  in  Paris,  and  an  American  section  in  Washington, 
is  a  source  of  information  on  trade  matters  of  general  interest. 

Some  of  the  many  domestic  trade  associations  in  the  United 
States  are  clearing-houses  of  information  for  their  members  cm 
matters  connected  with  imported  products.  Such,  for  example, 
are  The  Linseed  Association,  The  Tanners'  Council,  The  Dried 
Fruit  Association,  The  Rubber  Association  of  America,  The  Silk 
Association  of  America,  and  many  others.  The  National  Coun- 
cil of  American  Importers  and  Traders,  with  headquarters  m 
New  York,  serves  all  import  interests  primarily  m  connection 
with  tariff  and  customs  matters  affecting  the  interests  of  im- 
porters. The  American  Exporters  and  Importers  Association, 
New  York,  serves  the  interests  of  commission  merchants.  The 
Import  Managers'  Group  of  the  National  Retail  Dry  Goods 
Association  serves  the  interests  of  department-store  importer 

managers.  , 
Some  trade  associations  of  foreign  origin  have  branches  in  the 

United  States  to  serve  American  importers.  Such  is  the  Swedish 

Pulp  Association  with  offices  in  New  York. 
Other  sources  of  information  concerning  foreign  sources  o 

supply  are  the  service  departments  of  many  large  commercial 

banks;  the  special  trade  publications  of  various  industries;  the 

11  See  United  States  Trade  Promotion  Agenaes  ^^'r^J^S  S^V^ 
Handbook,  Foreign  Commerce  Department,  Chamber  of  Commerce  of  the  unue 
States  of  America,  Washington. 
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international  directories  such  as  Kelly's  Directory  of  the  Mer- 
chants, Manufacturers,  and  Shippers  of  the  World;  the  Annuaire 
du  Commerce  Didot  -  Bottin;  the  International  Directory,  pub- 
lished by  the  American  Bureau  of  Trade  Extension,  and  others; 
fairs  and  exhibitions,  both  temporary  and  permanent,  the  latter 
being  represented  by  the  Philadelphia  Commercial  Museum. 
Credit  information  organizations  also,  such  as  that  of  R.  G.  Dun 
&  Company  and  the  Bradstreet  Company  in  New  York  and  simi- 
lar organizations  in  England,  France,  Germany,  and  Holland, 
are  sources  of  information  available  to  the  importer. 

Selected  References: 

1.  Abramovitz  L.   "Calculating  Landed  Costs  of  Import  Merchandise,"  Bulletin 
National  Retail  Dry  Goods  Association,  September,  1926. 

*"  B^x!ECont^^ts.,5  EnCyd0pedia  of  Generd  Business  and  L*S<*  Forms,  chap. 

3-  "Sffi  ^^/JT** chap' riv' Marketing  Im- 

4.  De  Haas,  J.  A.   Foreign  Trade  Organization,  chaps,   iv  and  viii,  Trade  Pro- 

Rotla  ^3°rgan-tion  °f  R-  Material  Markets;  The 

5'  °Ttte  nrLL  Trt»mP°H^S  B^dbook.  <A  detailed  account,  with  forms, 
sir  taT&^d&^iSr  °rgamZatl0n  ™d  Practice  m  "*  U-  K> 

6.  Fisk  and  Peirce.    International  Commercial  Policy,  chaps,  xiii-xvi  Trade 

Promoting  Institutions;  The  Macmilian  Company,  1923  ' 

7.  GonoN,  H.  The  Law  as  to  C.  I.  F.  Contracts;  Effingham  Wilson,  London, 

8-  "SSA  l£fi£L&5!  »S»&'tr account 

.0.  '""O^Cha^ber  oe  Cdmmekce.  "Trade  Terms:  Definitions";  Dfc* 
"'  '"CX^r  °F  CoMMERCE-  Ctamlw  of  Commerce." 

L TSf:  Ihaw  CoS,  FimaCe'  Purchasin* 
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5.  smith,  J.  G.   Organized  Produce  Markets,  chap,  xi,  Futures  Trading. 
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FINANCING  THE  IMPORT  TRADE 

The  problem  of  finding  ^£^2^7- 
d°ZSt^ 5  ha's  i££  Z  own  special  technique  As 
^  mnorting  the  difficulties  and  complications  arise 
rCl.ate-   n   Sse  of-  (i)  the  differences  in  the  kinds  of  cur- 
pnnapally ^because  oL  W ^  countrieS)  and  hence 

rencies  used  in  the  e^mnS  *  ,,r  (,\  the  greater  length  of 
the  problem  of  ^  'J&fZJL  and  hence  the 

time  «sualV7^^  by  buyer  or  seller; 

greater  need  of  financial  ^on™  d  toms  and  laws  be- 
(3)  the  differences  in  ^^^^ng  in  greater  diffi- 

^.^SSnTSinSfi,  -d  in  difficulties  of  set- 
culty  in  obtaining  credit  lindanes*  (4)  in  the  case 

tling  disputes  ^^^»?n2S3;  produced  in  less 
of  many ^ommo<ht«s ^W^,^  need  of  extending  ft- 
advanced  countries,  there  is  oner ig  countries  capi- 

nancial  aid  to  producers  ™*™^J*Kgh.  The  importer 
tal  is  likely  to  be  scarce  and  interest ^rate n  g 
may  be  called  upon,  therefore,  to  finance  the  proou 

°r-in_PArt'  Anm  n^ds  and  problems  are  thus  seen  to  differ,  not 
The  financing  needs .and  proo  e  problems  of  do- 

so  much  in  kind  as  in  degree,  f  rom  the  una  g  v  ^  ^ 
mestic  trade.   Financing  problems  in  ™P°£  ^         ^  meth. 

lowing:    (1)  Methods  °f  Pa^en  \(  0}  "  „  advances  to  over- 
ods-  (3)  problems  in  exchange;  (4)  loans  0  Ja™  ■ 
S  merchants  or  producers  These .groups  of  p  obta*  are  ^ 

terrelated  A  if^J^tSKe^nL.  of  grant- 
method  o  ^£^£^',5*  the  risks  and  prob- 
ing  credit,  and  also  may  oe  c°nL  dit  uma  and  ex- 

lems  of  exchange.   Methods  o  P^^"^     or  scheme 
change  are  all  interwoven  in  the  financing  policy 
adopted  in  import  transactions. 
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METHODS  OF  PAYMENT 

The  methods  by  which  the  importer  may  effect  payment  for 
his  foreign  purchases  are  several.  The  following  are  some  of 
the  possible  methods,  although  some  of  them  are  little  used. 

1.  Gold  or  currency  shipments.  The  actual  shipment  of  cur- 
rency is  rarely  undertaken  by  commercial  firms.  During  periods 
of  greatly  unsettled  exchange,  however,  it  may  be  employed  to 
a  small  extent,  as  was  the  case  in  Germany  when  United  States 
dollars  were  taken  into  the  country  by  purchasers  during  the 
period  of  disorganization  following  the  war. 

2.  Postal  money  orders.  United  States  domestic  money  orders 
can  be  used  in  transferring  funds  to  United  States  possessions 
and  to  Canada,  Cuba,  and  other  near-by  countries.  Interna- 
tional money  orders  can  be  used  for  those  countries  which  are 
in  the  postal  union.  Such  orders,  however,  are  limited  to  $100, 
or  its  equivalent  in  foreign  currency,  per  order,  although  an  un- 
limited number  of  orders  may  be  secured.  The  method  is  ex- 
pensive since  the  Post-Office  Department  exacts  a  high  rate  of 
exchange.  For  small  amounts  the  method  is  convenient.  , 

3.  Express  checks  or  money  orders.  These  are  comparable  to 
United  States  postal  money  orders  but  are  cheaper  since,  by  giv- 
ing current  exchange  quotations,  better  terms  are  secured.  The 
wide  distribution  of  American  Express  offices  abroad  makes  them 
a  convenient  means  of  remitting  funds.  The  American  Express 
Company  and  the  banks  also  issue  post  money  orders  or  remit- 
tances to  their  foreign  branches  or  correspondents  authorizing 
cash  payments  to  specified  beneficiaries.  This  is  essentially  the 
same  as  remittance  by  the  bank  draft. 

4.  Drafts  or  bills  of  exchange.  A  draft  or  bill  of  exchange  is 
an  order  in  writing  addressed  by  one  party  to  another  authoriz- 
ing the  second  party  to  pay  a  specified  sum  of  money  at  a 
stated  time  to  a  third  party  or  to  bearer..  There  are  several  kinds 
of  drafts,  but  they  may  be  divided  according  to  the  party  issuing 
"ie  draft  as  bank  drafts  or  banker's  bills,  and  commercial  or 
trade  bills. 

a)  A  bank  draft  is  a  bill  of  exchange  drawn  by  one  bank  on 
notner  bank  authorizing  payment  to  a  third  party  or  to  bearer. 
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£150000* 


The  First  National  Bank  of  Boston 
boston.  massachusetts.  u.  s.  a 
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Anatzall** 
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^  ^."1^— ^iSS-FiSt  ■•ttonlTBW*  of  Boston.  Boatoo. 
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^^.rcTToTH*  Tlxst  latloaal  Bank  of  Booton.Booton.  n»»s««nw 


-.■■BtWWHW""**""1*"'™ 


/ 


i—       iu*  ■■J'lf  *  wnmm  inn  ■irn—  noiMm*  •»■»*•  «t«#lt» 
THIS  CRfWT  IS  IMEVOCABlE. 


Figure  8:  Irrevocable  letter  of  credit. 

An  importer  may  purchase  such  a  draft  from  his  bank  or  from 
a  broker  for  forwarding  to  the  foreign  creditor. 

b)  Commercial  bills  and  trade  bills.  Instead  of  purchasing  a 
bank  draft,  the  importer  may  draw  his  own  bill  either  upon  a 
bank  or  upon  another  private  party.  Such  drafts  are  Known 
commercial  or  trade  bills.1 

"Tslmetimes  the  term  "commercial  bill"  is  applied  to  a  draft ^ ^  b^wPcf 
party  on  a  bank,  and  the  term  "trade  bill"  to  a  draft  in  which  both  drawer  a* 
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5.  Import  letters  of  credit.  Payments  for  imported  goods, 
even  when  settled  by  means  of  drafts,  usually  are  not  made  by 
draft  remittances  as  described  in  the  preceding  section.  The  im- 
porter rather  authorizes  the  foreign  shipper  to  draw  drafts  upon 
himself  or  upon  his  bank  at  the  time  the  goods  are  shipped,  the 
importer  providing  the  funds  when  the  drafts  become  due.  This 
gives  rise  to  the  use  of  the  import  letter  of  credit. 

The  import  letter  of  credit  is  an  instrument  in  writing  obtained 
by  the  importer  from  his  banker,  under  which  the  foreign  ship- 
per is  authorized  to  draw  drafts  againsf  the  banjT  or  its  corre- 
spondent for  the  account  of  the  importer  and  is  guaranteed  that 
the  draft  so  drawn  will  be  honored  in  accordance  with  the  terms 
of  the  letter  of  credit.  The  letter  of  credit  is  forwarded  by  the 
importer  or  his  banker  to  the  shipper  or  the  shipper's  bank.  It 
gives  the  seller  security  to  the  importer's  promise  to  pay.  When 
the  goods  are  shipped,  the  foreign  seller  draws  a  draft  which  he 
can  have  forwarded  to  the  importer's  bank  for  collection  or  have 
discounted  at  his  own  bank  which  in  turn  forwards  it  for  col- 
lection. In  this  way  the  seller  receives  payment  for  his  goods 
upon  shipment,  while  the  importer,  who  has  provided  the  letter 
of  credit,  has  secured  credit  since  it  may  not  be  necessary  to 
supply  funds  for  payment  of  the  draft  until  the  draft  becomes 
due.2 

6.  Cables^  or  telegraphic  transfers.  Payments  may  be  made 
by  purchasing  from  a  bank  cable  or  wireless  transfers,  under 
which  funds  are  ordered  payable  to  the  foreign  creditor  by  the 
bamVs  correspondent.  Cables  are  expensive  as  a  method  of  pay- 

fctL"!*  PJivate  Parties-    Dra*ts  may  further  be  classified  as  "sight"  or 

fS^vS?t5'  ^  'W"  ^  depcnding  upon  the  time  of  the 
*5?  affery^LUP°n  Prese°tation ;  the  latter  at  30,  60,  or  some  other  number  of 

Dornminf  g  i  °L  a?er  date-  Drafts  also  may  **  "documentary"  or  "clean." 
eviS£!c  7  draft*  have.  had  attached  to  them  certain  documents  which  are 
bil  0?  l?Hrnl°re-Shlp-  oflhe.g°ods  *>'  which  the  draft  is  the  payment,  as  the 

the*i£ZtTdi,0r  ^ confirP?ed-  A  confirmed  letter  of  credit  is  one  in  which 
WvSSS*  m?1?  *****  notifying  bank  guarantee  the  foreign  exporter  that  the 
I  \Z ?£mP  beKma,de  Up2n  fuIfilment  of  the  terms  of  the  letter  of  credit  Tha? 
tit  n0Ufymg  bank  confirms  the  establishment  of  the  credit  by  the  importer's 

fc-*1f  fagf!?. m  lffTO|iffB;  A.re^0Cable  Ietter  of  credit  *  one  in  which  the 
6  u*ok  reserves  the  ngnt  to  withdraw  from  the  undertaking  without  notify- 
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Figure  9:  Receipt  for  cable  transfer. 


mart,  since  the  party  remitting  the  f^s  must  bear  ^ the  co s  d 
the  cable  itself,  the  bank's  commission,  and  the  highe _  cable  rate 
which  is  always  above  the  demand  or  time  rate  on  bills  of  ex- 
change   ol  tie  other  hand,  the  importer  may  save  on  inte 
char|es,  depending  on  the  relation  of  inter* .  rates 
States  to  the  interest  rates  in  the  foreign  country  Cablmg> 
example  may  be  cheaper  than  a  60-  or  90-day  sight  draft  when 
Sst rn^are  relatively  low  in  the  United  States  and  high  in 

^The^of  SHransfers  has  ^^."X^" 
better  physical  facilities  have  been  Provl^.^n^« 
transmission  and  by  more  cable  lines.  Fluctuating  excnangeb 
also  have  favored  the  use  of  cables,  since  less ;nsk of  exchange 
variations  is  involved  in  the  few  hours  necessary  for  cables  as 

: — IT  v.  c^„„  .*„  irrevocable  credit  is  one  in  which  the  bank  guarantees  to 
Son  hAuTa&^  is  shght. 

nJU  are  nSrteeping  the  amount  of  the  creort  avanable  up  to  a  speon  . 

am0UIlt*  1    t.  m  i  u*n  riav"  nr  "clean"  or  "documentary! 

Letters  of  credit  may  also  be ,  "sigM"  or  3^  «  ^"^^  ^  letter. 
and  so  forth,  depending  upon  the  terms  ol  tne 
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compared  with  days  by  mail.  During  war  time,  cables  give  an 
dement  of  safety  when  mails  are  subject  to  destruction  by  sub- 
marines, or  loss  through  search,  and  other  war  measures.  How- 
ever, the  use  of  cable  payments  in  some  commodities  is  compli- 
cated by  the  established  methods  of  payments  and  price  quota- 
tions which  are  based  upon  financing  by  letter  of  credit  or  some 
other  method,  so  that  the  use  of  the  cable  would  require  radical 
revision  of  long-established  custom. 

CREDIT  METHODS  IN  IMPORT  FINANCING 

The  burden  of  financing  an  import  transaction  may  be  dis- 
tributed in  various  ways.  It  may  be  carried  wholly  by  the  im- 
porter, put  entirely  upon  the  foreign  exporter,  shared  by  both  im- 
porter and  exporter  in  varying  proportions,  or  transferred  to  third 
parties.  Because  of  the  generally  longer  periods  involved  in 
completing  foreign-trade  transactions,  as  well  as  because  of  the 
problems  involved  in  dealings  between  merchants  in  widely  sep- 
arated countries  and  across  international  boundaries,  credit  terms 
in  international  trade  are  particularly  important  to  both  importer 
and  exporter. 

From  the  point  of  view  of  the  importer,  credit  terms  relate 
to  financial  accommodation  in  the  time  of  making  payment.  It 
is  generally  to  the  importer's  advantage  to  delay  payment  at 
least  until  the  actual  receipt  and  inspection  of  the  goods  pur- 
chased.   Frequently  he  needs  financial  accommodation  for  a 
longer  time.  If  the  importer  pays  for  the  goods  previous  to  their 
receipt,  he  not  only  is  employing  capital  that  he  might  use  to 
better  advantage  in  other  ways,  but  he  runs  the  risk  that  the 
goods  when  received  will  not  conform  in  quantity,  quality,  or 
T  °l  delivery  t0  toe  terms  of  toe  purchase  contract.  On  the 
other  hand,  if  the  foreign  seller  ships  goods  in  advance  of  pay- 
ment, he  not  only  is  employing  his  capital  for  financing  the  ship- 
«!?  ^  r    assumes  ^  risk  that  the  goods  will  not  be  accepted 
ana  paid  for  by  the  purchaser.  Methods  of  financing  have  been 
aeveioped  so  that  the  risks  to  both  buyer  and  seller  may  be 
essened  m  extending  credit  and  the  financing  burden  transferred 
n  greater  or  less  extent  to  third  parties.  The  methods  vary  in 
^  relative  distribution  of  these  risks  among  the  parties  to  the 
taction.  In  some  cases,  the  burden  is  borne  chiefly  by  the 
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exporter,  in  others  by  the  importer,  and  in  still  others  by  the 

banks  or  brokers. 

It  should  be  noted  that  the  importer  frequently,  perhaps  gen- 
erally, conforms  to  the  custom  of  his  particular  trade  m  the 
method  of  financing.  For  different  commodities  and  for  differ- 
ent markets  certain  methods  have  become  established  and  it  is 
impossible  or  difficult  to  depart  from  the  established  method. 

The  following  are  the  chief  methods  of  financing  imports: 

i.  Cash  settlement.  Here  the  importer  undertakes  to  place 
funds  in  the  hands  of  the  seller  at  the  time  the  order  is  placed 
or  upon  delivery  of  the  merchandise.  In  so-called  cash  settle- 
ments there  is  usually  involved  a  certain  amount  of  extension  of 
credit  by  the  exporter  to  the  importer.  Cash  payments  may  be 
as  follows: 

a)  Cask  with  order.  That  is,  the  importer  provides  the  for- 
eign exporter  with  funds  at  the  time  the  order  is  placed.  This 
method  is,  of  course,  highly  favorable  to  the  exporter  who  bears 
no  financial  risk  whatever.  He  may  secure  payments  even  in 
advance  of  manufacture  or  of  preparation  of  shipment.  For 
goods  made  to  specification  the  requirement  that  advance  pay- 
ment be  made  may  be  fully  justified. 

A  way  of  lessening  risk  under  this  method  is  for  buyer  and 
seller  to  arrange  for  effecting  payments  through  a  neutral  third 
party.  For  example,  the  American  Chamber  of  Commerce  in 
Germany  (Berlin)  will  act  as  trustee  for  the  American  importer, 
who  may  deposit  funds  with  the  Chamber  for  payment  to  the 
German  seller  on  fulfilment  of  specified  conditions. 

b)  Cash  when  ready  for  shipment,  or  "cash  against  docu- 
ments:9 Settlement  may  be  made  upon  evidence  that  the  goods 
have  been  shipped  or  are  ready  for  shipment.  Payment  may  be 
made  by  the  importer  or  his  agent  at  the  port  of  shipment  upon 
inspection,  or  the  importer  may  authorize  payment  on  presenta- 
tion by  the  shipper  of  the  bill  of  lading,  the  invoice,  the  insur- 
ance certificate,  and  other  documents  carrying  title  to  the  goods 
and  showing  that  shipment  has  actually  been  made.  The  im- 
porter, however,  settles  the  transaction  by  placing  cash  funds  in 
the  hands  of  the  exporter.  Here  the  exporter  has  extended  time 
of  payment  until  the  goods  are  actually  shipped  and  to  that  ex- 
tent it  is  to  him  a  credit  transaction.   The  importer,  however, 
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has  had  to  place  funds  in  the  foreign  country  for  payment  on 
delivery  or  shipment. 

c)  Cash  on  delivery  in  the  importer's  country.  This  is  dis- 
tinctly a  credit  transaction  since  the  exporter  has  extended  the 
time  of  payment  until  the  goods  have  arrived  in  the  importer's 
country.^  If  the  merchandise  should  not  be  paid  for,  the  exporter 
is  left  with  the  goods  in  a  foreign  land  to  be  disposed  of.  The 
seller  is  bearing  the  credit  burden.  To  avoid  or  lessen  such  risks, 
other  methods  of  payment  have  been  developed,  as  stated  below 
(paragraphs  3,  4,  and  5). 

2.  Open  account.  Under  the  system  of  open  accounts,  settle- 
ments are  made  in  the  same  way  as  is  frequently  the  case  in  do- 
mestic trade  transactions.  The  exporter  ships  and  bills  the  mer- 
chandise to  the  importer;  the  importer  remits  and  the  payment 
is  credited  on  the  books  of  the  exporter.  This  method  puts  un- 
limited confidence  in  the  importer.  It  is  as  favorable  to  him  as 
the  "cash  with  order"  method  is  to  the  exporter.  Under  open- 
account  methods,  it  may  be  agreed  between  exporter  and  im- 
porter that  payments  will  be  made  upon  receipt  of  goods,  or  a 
certain  time— three  or  six  months— may  be  given.  Or  perhaps 
remittances  may  be  made  periodically  by  the  buyer  without  any 
specific  time  agreements. 

^  The  open-credit  method  is  most  common  between  interna- 
tional merchants  who  do  both  an  import  and  an  export  business, 
and  between  merchants  in  adjacent  or  near-by  countries.  The 
method  is  particularly  advantageous  to  the  importer  not  only  be- 
cause payments  are  delayed  until  after  their  receipt,  thus  giving 
time  for  payment  and  opportunity  for  examining  the  goods-  but 
also  because  it  gives  him  the  opportunity  to  take  advantage  of 
iavorable  foreign-exchange  conditions.  He  may  select  the  time 
ior  remittance  to  suit  exchange.  If  the  merchant  does  both  an 
import  and  export  business,  under  open  account  exports  and  im- 
ports can  be  made  to  offset  one  another  and  only  balances 

onLn  -remitle?:  lor      importer' lt  h  the  cheaPest  metho<* 

than   « ?l        ^P™*8  in  financing,  however,  may  be  more 

avnr  S  -y  faCt  ^  the  iord^  exP°rter  may  give  less 
avorable  price  quotations,  since  he  may  have  to  make  allow- 

nce  tor  the  added  risk  and  expense  the  method  places  on  him, 
3»  Documentary  sight  drafts  drawn  by  the  exporter  on  the  im- 
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porter.  Here  the  seller,  upon  shipment  of  the  goods,  draws  a 
draft  against  the  buyer  for  the  amount  of  the  invoice,  to  which 
are  attached  the  documents  indicating  shipment,  and  then  either 
forwards  the  draft  to  the  importer's  country  for  collection  or 
discounts  it  with  his  bank.  Under  this  method,  the  shipper  has 
a  degree  of  security  since  the  importer  cannot  take  possession 
of  the  goods  until  he  obtains  the  documents  by  payment  of  the 
draft.  The  buyer,  on  the  other  hand,  can  postpone  payment  un- 
til actual  evidence  has  arrived  that  the  goods  have  been  shipped. 
This  may  occur  before  the  arrival  of  the  merchandise,  but  will 
be  several  days  or  even  weeks  after  shipment.  He  is  receiving 
a  certain  amount  of  credit  accommodation  and  a  certain  degree 
of  security  that  the  goods  have  actually  been  shipped  by  the 
exporter.  The  credit  risk  and  the  credit  burden  are  shared  by 
both  exporter  and  importer. 

4.  Documentary  time  drafts.  When  the  exporter  draws  a  time 
draft  it  is  to  give  the  importer  a  longer  credit  term.  If  the  drafts 
are  drawn  "after  date,"  however,  they  may  be  so  timed  as  to  ar- 
rive in  the  importer's  country  at  the  same  time  as  the  goods,  so 
that  the  importer  receives  no  greater  credit  terms  than  under  a 
sight  draft.  If  drawn  "after  sight,"  the  importer  has  an  ex- 
tension of  credit  equal  to  the  usance  of  the  draft.  Time  docu- 
mentary drafts  may  be  of  two  kinds:  (a)  "Documents  against 
payments"  (D/P)  drafts,  under  which,  as  under  the  sight  draft, 
the  importer  cannot  obtain  possession  of  the  goods  until  pay- 
ment is  arranged;  (b)  "Documents  against  acceptance"  (D/A) 
drafts,  where  the  dc  cuments,  and  hence  possession  of  the  goods, 
are  secured  when  the  importer  accepts  the  draft. 

The  foreign  seller  who  draws  a  time  draft  may  discount  it  at 
his  bank,  thus  securing  payment  and  passing  the  actual  carrying 
of  the  financial  burden  on  to  the  bank;  but  he  does  not  escape  re- 
sponsibility for  its  final  payment.  The  cost  of  discounting  is 
borne  by  the  seller  unless  it  has  been  included  by  agreement  in 
the  price  quotations  or  in  the  face  of  the  draft. 

5.  Banker's  import  letter  of  credit.  Under  the  methods  of 
credit  provided  by  drafts  drawn  by  the  exporter  upon  the  im- 
porter as  described  in  the  preceding  sections,  the  seller  or  the 
seller's  bank  has  taken  the  responsibility  for  granting  the  im- 
porter extension  of  time  for  payment.  The  initiative  and  burden 
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are  borne  by  the  seller.  Under  an  import  letter  of  credit,  the 
credit  is  established  by  the  importer  himself  through  his  bank. 
By  this  method,  the  importer  purchases  through  his  own  bank, 
or  a  bank  in  the  seller's  country,  or  a  bank  in  a  third  country,  a 
letter  of  credit  under  which  the  foreign  seller  is  authorized  to 
draw  drafts  against  the  issuing  bank,  according  to  the  terms  of 
the  credit.  Drafts  drawn  by  the  exporter  under  a  banker's  letter 
of  credit  are  among  the  safest  of  commercial  instruments.  In  the 
case  of  a  confirmed,  irrevocable  letter  of  credit,  the  exporter  has 
a  draft  that  can  be  discounted  at  his  bank  on  the  most  favorable 
terms.  The  credit  is  as  good  as  the  credit  of  the  bank  which  is- 
sued the  letter.  In  fact,  the  letter  of  credit  substitutes  the  credit 
of  the  issuing  bank  for  that  of  the  importer.  Letters  of  credit 
may  be  opened  by  cable  as  well  as  by  mail. 

For  the  importer,  the  advantage  of  the  letter  of  credit  comes 
from  the  better  terms,  both  as  to  prices  and  as  to  credit,  that  he 
may  receive  from  the  exporter  because  of  the  greater  security 
offered  the  exporter  by  the  letter  of  credit.  This  advantage  may 
many  times  offset  the  cost  of  the  credit  in  banker's  fees  to  the 
importer.  It  may  also  enable  an  importer  to  obtain  credit  from 
foreign  exporters  where  otherwise  it  would  be  impossible.  While 
the  foreign  exporter  is  thus  provided  with  first-class  security  for 
the  ultimate  payment  of  his  invoice,  the  importer  has  limited 
means  of  securing  corresponding  assurance  that  the  goods 
shipped  conform  in  quantity  or  quality  to  the  contract  terms.  The 
correspondent  bank  in  the  foreign  countries  honors  drafts  under 
the  credit  on  presentation  of  the  required  documents;  it  ordi- 
narily does  not  investigate  or  assume  liability  for  the  character 
or  quantity  of  goods  represented  by  the  documents.   It  is  pos- 
sible, however,  to  arrange  for  inspection  of  merchandise  by  firms 
that  are  organized  to  render  such  services  for  bankers  and  mer- 
chants. An  importer  may  instruct  his  bank  abroad  to  honor  no 
draft  unless  a  certificate  of  inspection,  issued  by  a  reliable  com- 
pany, is  attached  to  the  documents. 

Another  method  aimed  at  greater  security  to  the  exporter  who 
draws  drafts  against  the  importer  is  provided  by  the  "authority 
«>  purchase."  The  buyer's  banker  authorizes  the  seller's  bank 
to  honor  the  draft  when  presented.  The  authority  to  purchase  is 
rarely  if  ever,  used  by  importers  in  the  United  States.  It  is  not 
a  substitute  for  the  letter  of  credit. 


» 
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6.  Refinancing  acceptance  credits.  Under  certain  circum- 
stances it  may  be  advantageous  for  the  importer  to  obtain  his 
credit  extension  through  his  own  bank  by  a  method  sometimes 
referred  to  as  "refinancing  credits."  That  is,  the  importer  will 
provide  the  usual  letter  of  credit  but  will  secure  funds  for  meet- 
ing the  drafts  drawn  under  it  by  the  foreign  shipper,  by  drawing 
a  clean  draft  upon  his  own  banker,  which  the  banker  in  turn  ac- 
cepts, and  (he  drawer  immediately  discounts.  The  funds  thus 
secured  are  then  made  available  for  meeting  the  draft  drawn  by 
the  foreign  shipper.  The  funds,  of  course,  are  secured  in  the 
importer's  country,  and  the  burden  of  financing  is  carried  by 
the  purchaser  of  the  acceptance. 

If,  for  example,  interest  rates  should  be  lower  in  New  York 
than  in  London,  and  consequently  also  discount  rates,  then  the 
actual  cost  of  obtaining  30-,  60-,  or  90-day  credit  may  be  less 
if  the  importer  arranges  that  the  financing  be  accomplished,  not 
by  the  shipper  drawing  a  30-,  60-,  or  90-day  draft  on  London, 
but  by  drawing  a  sight  sterling  draft  on  London  which  is  to  be 
met  by  funds  raised  by  means  of  the  New  York  banker's  ac- 
ceptance.  The  importer,  through  drawing  a  draft  accepted  by 
his  banker  in  New  York,  at  the  same  time  secures  funds  for 
meeting  the  sterling  sight  draft  and  the  usual  length  of  credit 
time.   In  fact,  by  this  method  not  only  may  the  financing  be 
accomplished  at  less  cost  to  the  importer,  but  the  importer  may 
be  able  readily  to  secure  a  greater  extension  of  credit  than  he 
could  otherwise.    The  importer  is  enabled  to  raise  funds  by 
the  acceptance  to  meet  the  terms  of  the  draft  drawn  by  the  ex- 
porter, but  he  avoids  the  necessity  of  making  full  payment  at 
the  time  it  is  due.   He  exchanges  an  old  debt  for  a  new  one. 
His  own  banker  carries  the  credit. 

7.  The  trust  receipt.  The  "trust  receipt"  is  a  credit  instru- 
ment by  which  the  importer  is  enabled  to  secure  delivery  of 
goods  after  the  goods  have  arrived  in  this  country  but  in  advance 
of  the  actual  transfer  of  ownership  through  transfer  of  the  docu- 
ments. Since  under  the  usual  terms  of  a  letter  of  credit,  the 
actual  delivery  of  goods  can  be  had  only  when  the  shipping 
documents  have  been  obtained  from  the  bank,  the  importer  must 
meet  the  conditions  of  payment  or  acceptance  specified  in  the 
letter  of  credit.  The  trust  receipt  is  a  signed  acknowledgment 
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Amounts  No.ofCretfR  Out  in  Boston 

$fflJ5£tS7  _15Z2i_  April  6th.i926 

■wrhrt  from  THE  FIRST  NATIONAL  BANK  OF  BOST^tTfdMat  a«xk 
end  merchandije,  their  property,  specified  in  Bill  of  Lading  per 

&  ft  ■  miHTl.TMT   PUivnt  o 

Dated,  awked  ttont«Tld«o.  Dooeaber  lUth.  ^ 


BOSTON 

M  mm  U 


and  to  ceniidereuoo  thereof  we  hereby  agree  to  hold  the  said  goods  In  trust  far  The  First  National  Baas 
01  Boston,  end  *i  it*  property,  with  liberty  to  manufacture  and  retnaaufacture  die  tame  without  coat  or  ezpenae 
to  it,  and  to  tell  the  tame  for  its  account.  We  agree  to  keep  raid  goods,  the  manufactured  product,  and  the 
proceed!  thereof,  whether  to  the  form  of  money*  or  account*  and  bill*  receivable,  separate  and  eanahla  of 
identification  at  the  property  of  The  First  National  Bank  of  Boston,  and  we  agree  to  case  of  »ale,  to  hand 

Che  proceed*  to  laid  First  National  Bank  of  Boston,  to  be  applied  by  it  agaiait  the  ■"•—'»•  0f  The  Fmt 

National  Bank  of  Boston  on  our  account,  under  the  term,  of  Letter  of  Credit  No^S-JmL  fa 
out  account,  and  to  the  payment  of  any  other  todebtednew  of  our*  to  The  Firtt  National  Bank  of  Boston, 
whether  then  due  or  nob  ""' 
The  Fir»t  National  Bank  of  Boston  may  caned  this  trust  at  any  time  and  repossess  itself  of  its  said  prop- 
erty to  whatever  condition  it  may  then  be,  or  of  the  proceeds  thereof  if  sold,  wherever  the  same  may  be  found. 
And  to  the  event  of  any  suspension  or  failure,  or  any  assignment  fa  the  benefit  of  creditors  on  our  part,  or  of 
the  non-payment  at  maturity  of  any  obligation  or  acceptance  made  by  us  vi4ht  the  above-named  Credit, 
or  under  any  other  credit  issued  by  The  First  National  Bank  of  Boston  on  our  account,  or  of  any  other 
tadebtednes.  on  our  part  to  k,  all  such  obligations  and  acceptances  and  all  todebtedoeas  shall  thereupon  (with 
or  without  notice)  become  due  and  payable.  thereupon l™ 

.n..  2  ilzzi  w?,e    ^  Ata  * ,uBy  io,ured  ^  >°»  *  a* 

manner  u^^T^^Z         ***  *"  *  **  UUB  *****  attained  to  the  same 
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invoice 

Consular  Invoice 
Sanitary  Certificate 
Certificate  of  Origin 
Currency  Certificate 
Weight  Note 
Wrapper  Certificate 

Insurance  Certificate  hoke  wool  company 

Warehouse  Receipts 

Delivery  Orders  w*~*m&  , 

m.  Declaration  of  Shipper  Tmauiw. 
J  «*1?  XBills  of  Lddin£ 

{Mtkentitattd  signature  of  terron  tinim,  -mm 


Figure  10:  Trust  receipt. 
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of  the  bank's  ownership  in  the  merchandise  given  by  the  im- 
porter in  return  for  delivery  of  the  shipping  documents  or  ware- 
house  receipts,  whereby  the  importer  secures  ^^of  ^ 
goods  in  whole  or  in  part.  It,  therefore,  grants  the  importer  an 
additional  length  of  credit,  or  enables  him  to  obtain  possession  of 
goods  before  payment,  even  in  the  case  of  a  D/P  draft. 

MEETING  EXCHANGE  RISKS 

In  normal  times  and  between  countries  with  only  slightly  fluc- 
tuating currencies,  the  exchange  risk  is  likely  to  be  much  smaller 
than  the  merchandising  risks,  and  can  readily  be  taken  by  the 
importer.  This  applies  particularly  to  goods  on  which  there  is  a 
considerable  margin  of  profit.  When  currencies  are  widely  fluc- 
tuating, however,  the  problem  of  meeting  exchange  risks  is  one 
particularly  difficult.  On  merchandise  in  which  margins  are 
small,  slight  changes  in  the  exchanges  may  be  sufficient  to  over- 
come  merchandise  profits.  Likewise,  the  possibilities  of  profits 
on  exchange  are  apt  to  tempt  the  importer  to  speculation  in 
exchange.  Since  the  cost  of  exchange  is  one  of  the  elements 
in  the  total  cost  of  imported  merchandise,  and  hence  a  factor 
needed  in  setting  resale  prices,  the  desirability  of  minimizing  the 
risk  of  exchange  is  apparent.  To  what  extent  can  the  importer 
avoid  or  lessen  such  risks? 

i.  Purchase  of  imported  goods  in  dollars.  It  is  evident  that  if 
the  importer  can  secure  dollar  quotations  he  runs  no  exchange 
risks;  he  has  placed  them  upon  the  foreign  seller.  This  has  been 
done  often  in  recent  years  in  the  case  of  imports  from  countries 
where  currency  and  exchange  were  in  a  chaotic  condition,  as,  lor 
instance,  imports  from  Germany.  In  the  case  of  some  manu- 
factured goods,  where  competition  of  foreign  sellers  for  American 
trade  is  particularly  keen,  dollar  quotations  can  s ometimes  oe 
secured.  In  many  cases,  however,  this  is  impossible. 
seller  can  be  persuaded  to  give  dollar  quotations,  his  price  levels 
are  raised  in  order  to  cover  the  assumed  risks.  Quotations  on 
imports  are  usually  in  the  currency  of  the  exporting  country. 
When  goods  are  purchased  directly  from  the  producers,  or  from 
local  merchants,  it  is  generally  impossible  to  secure  other  than 
local  currency  quotations.  In  some  cases,  particularly  for  ra 
material,  the  custom  of  the  market  is  so  firmly  based  on  a  pa  - 
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ticular  currency  quotation,  that  changes  to  dollars,  while  not 
impossible,  might  be  extremely  difficult.  However,  the  war  and 
post-war  development  of  New  York  as  an  international  money 
market  has  facilitated  purchases  in  terms  of  dollars,  as  has  also 
the  development  during  the  same  time  of  American  banks  abroad 
and  the  greater  amount  of  direct  shipments  from  producing  coun- 
tries to  the  United  States. 

2.  Buying  spot  exchange  when  goods  are  ordered  or  shipped. 
While  this  method  will  enable  the  importer  to  know  in  advance 
definitely  the  cost  of  his  goods,  it  is  expensive  and  would  not  be 
applicable  to  goods  sold  on  narrow  price  margins.  The  importer 
by  this  method  must  tie  up  funds  in  advance  of  receipt  of  goods, 
sometimes  for  months.  He  is  essentially  paying  cash  in  advance. 

3.  Buying  future  exchange.  A  future  exchange  transaction  is 
"a  contract  by  which  one  party  binds  himself  to  purchase  and 
another  party  to  sell  at  a  fixed  price  a  definite  amount  of  exchange 
on  or  before  a  specified  date."8  The  buyer  of  the  exchange  may 
pay  nothing  at  the  time  of  making  the  agreement— he  merely 
agrees  to  purchase  the  exchange  at  the  future  date,  unless  the 
buyer's  credit  is  unsatisfactory  and  a  deposit,  therefore,  required 
by  the  banker.  Buying  of  future  exchange  is  a  hedging  transac- 
tion and  carries  with  it  the  same  advantages  and  disadvantages 
of  any  other  hedge.  The  limitations  of  using  this  method  arise 
from  the  fact  that  for  some  currencies  there  is  no  market  for 
future  exchange.  In  such  a  case  the  bank  selling  the  future  would 
need  to  cover  itself  by  buying  spot  exchange.  This  might  make 
the  cost  excessive,  greater  than  the  risk  would  warrant.  A  more 
serious  objection  comes  from  the  fact  that  the  purchase  of  the 
future  exchange  may  not  itself  eliminate  the  risk.  The  price  of 
the  commodity  may  vary  as  a  result  of  the  fluctuations  in  ex- 
change;4 or  the  goods  may  not  be  delivered  until  long  after  the 
agreed-upon  date  of  delivery;  or  they  may  not  be  delivered  at  all. 

3  Cook,  A.  B.,  Financing  Exports  and  Imports,  p.  151. 

itv  1ne*?eyneSi  Monet?ry  Reform,  chap.  iii.  "The  price  of  a  particular  commod- 
vaW  J  T\  °f  a  Partlcular  currency,  does  not  exactly  respond  to  changes  in  the 

movemL?ainCU,TenC5:  °°  ?Change  ma,*ets  of  the  world'  with  the  that  a 
(SSiJfif  count^  VXChange,S  may'  Vhe  case  of  a  commodity  of  which 
valm^T  *  ^  •  aFge  *****  °r  a  large  Purchaser>  change  the  commodity's  world 
in  rL«  fT^  m  ^  0f  gold-  In  that  ^  a  merchant,  even  though  hedged 
throuS 1 1  °rl  ex?ang«  itself  may  lose,  in  respect  to  his  unsold  trading  stocks, 
**  StaSTEt^^^  of  the  ~ *ty,  directly  occasioned  by 
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Figure  n:  Exchange  contract. 

4.  Purchase  of  exchange  at  apparently  favorable  rates  to  meet 
fjeign  commitments.  Here  the 
'self  supplied  with  exchange,  P^asi^e°  ^ 
him  low  and  thus  being  constantly  provided.   The  method  re 
quires  a  considerable  use  of  funds  and  may  be  crmcizea  as,  uc  s 
highly  speculative. 

s.  Parctoe  o/  exchange  when  payments  are  due  This ^method 

is  Led  upon  the  7^*^  It  d^-£jK 
from  exchange  fluctuations  will  balance,   it  aoes>  nut  aut  ^ 

«fthe  exchange  risk,  but 

that  the  risks  and  costs  are  no  greater  than  when  future  provision 
is  made. 
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The  importer  or  his  bank  may  be  called  ^  ^ 
foreign  producer  or  merchant  over  longer  or  shorter  periods  o 
fftaW  other  than  those  provided  in  connection  with  the 
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financing  of  a  particular  purchase.  In  many  new  countries,  inter- 
est rates  are  high,  capital  is  scarce,  crops  are  highly  seasonable. 
In  order  to  secure  the  quantity  and  quality  of  goods  desired, 
and  in  order  to  meet  competition  with  other  purchasers,  the 
importer  may  have  to  grant  loans  in  one  form  or  another  to  the 
producer  merchant  or  shipper.  This  situation  has  arisen  even  in 
the  older  countries  of  Europe  and  in  connection  with  European 
manufacturers  as  a  result  of  the  war  with  its  attendant  scarcity  of 
capital  and  consequent  high  interest  rates.  The  extent  to  which 
the  importer  should  attempt  to  maintain  relations  and  insure 
supplies  by  making  long-time  advances  or  actually  investing  in 
the  foreign  enterprise  often  offers  interesting  and  complex  prob- 
lems. It  is  a  part  of  the  larger  question  of  foreign  investments. 
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TRANSPORTATION  OF  IMPORTED  GOODS  AND 
CLEARANCE  THROUGH  CUSTOMS 

The  foreign  goods  having  been  purchased  and  provision  having 
been  made  for  financing  the  transaction,  the  importer  must  next 
see  that  satisfactory  arrangements  have  been  made  for  transport- 
ing the  goods  to  the  United  States,  clearing  them  through  the 
custom-house,  and  providing  for  their  delivery  to  ultimate  destina- 
tion in  the  United  States. 

TRANSPORTATION  OF  IMPORTED  GOODS 

The  burden  of  arranging  for  transportation  to  the  port  of 
arrival  may,  of  course,  be  put  upon  the  foreign  shipper.  If  the 
terms  of  purchase  are  "ci.f.  port  of  arrival,"  the  foreign  seller 
must  see  that  the  goods  are  assembled,  packed,  and  marked,  that 
freight  space  is  engaged,  insurance  arranged  for,  freights  paid, 
the  proper  shipping  documents  filled  out,  and  all  other  details 
arranged  for  placing  the  goods  aboard  the  ocean  steamship  for 
transportation  to  the  United  States.  If  the  shipper  is  to  perform 
these  services  to  give  best  satisfaction,  however,  he  must  be  cor- 
rectly instructed  as  to  the  desires  of  the  importer.  Hence,  as 
stated  in  Chapter  VI,  when  the  importer  places  his  order  he  gives 
directions  for  routing,  marking,  and  packing.  The  purchase 
contract  may  stipulate  the  duties  of  the  shipper  m  this  respect 
"Standard  instructions"  may  be  issued  to  the  importer  s  agent 
or  forwarder  to  govern  all  shipments  from  a  given  market.  Even 
if  the  goods  are  bought  "f.o.b.  foreign  port,"  "f.o.b.  factory, 
the  shipper  generally  arranges  all  shipping  details  and  adds  freight 
and  other  charges  to  the  invoice. 

If  the  importer  has  his  own  foreign  branch,  the  branch  may 
arrange  for  shipment;  or  the  importer's  buying  agent  or  repre- 
sentative may  perform  this  service;  or  the  importer  may  instruct 
the  seller  to  turn  the  goods  over  to  a  freight  forwarder  (see  also 
Chapter  III). 
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The  forwarder  is  a  specialist  in  transportation.  If  competent, 
he  is  prepareJTo  perform  all  the  technical  services  connected 
with  the  preparation  and  assembly  of  the  goods  for  shipment. 
Such  forwarders  are  to  be  found  in  all  the  leading  commercial 
centers  of  the  world.  Some  of  them  operate  only  for  their  own 
districts  or  countries;  some  are  international  in  organization,  with 
branches  in  many  countries.  A  few  American  forwarders  have 
branches  abroad  and,  through  their  branches  or  correspondents, 
will  undertake  for  American  importers  all  their  transportation 
functions,  both  in  this  country  and  abroad.  Some  of  the  large 
steamship  companies  have  their  own  forwarding  departments  and 
will  undertake  the  forwarding  of  shipments.  Some  of  the  foreign 
railroads  through  their  freight  departments  undertake  similar 
services  in  foreign  countries.  Likewise,  the  freight  departments 
of  some  American  and  Canadian  railroads  are  organized  to  give 
such  services  in  foreign  countries  and  will  issue  through  bills  of 
lading  to  points  served  by  their  lines,  and  their  traffic  managers 
at  seaboard  ports  will  arrange  for  forwarding  to  destination  in 
this  country. 

An  efficient  forwarding  company  frequently  may  be  able  to 
offer  better  and  cheaper  services  of  this  kind  than  an  exporter 
or  importer  himself  could  provide.  Since  ocean  shipping  is  highly 
technical,  the  securing  of  freight  room  at  the  time  needed  and 
at  the  lowest  rate  is  the  work  of  an  expert.  Even  when  an  im- 
porter does  a  sufficiently  large  business  to  establish  his  own  traffic 
department,  the  forwarder  may  be  cheaper.  Frequently  the  for- 
warder, by  combining  several  shipments,  can  obtain  more  favor- 
able rates  than  could  be  obtained  by  a  single  importer. 

Some  or  all  of  the  following  functions  must  be  performed  m  the 
foreign  country  in  preparing  goods  for  shipment  to  the  United 
States. 

1.  Assembly.  For  bulky  crude  materials  purchased  in  large 
lots  from  single  producers,  there  is  little  or  no  problem  in  assem- 
bling goods  for  shipment.  Goods  that  are  purchased  in  small 
quantities  and  from  many  producers  need  to  be  assembled  in  some 
convenient  shipping  center.  This  applies  to  raw  materials  as 
well  as  to  manufactured  products.  By  assembling  goods  in  large 
quantities  for  combined  shipment,  savings  in  freight,  packing, 
government  fees,  and  so  forth,  may  be  effected.  If 
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arate  shipments  can  be  combined,  not  only  are  savings  effected 
on  freight  rates,  but  they  will  go  forward  on  one  bill  of  lading 
rather  than  several,  thus  avoiding  the  cost  entailed  in  securing 
several  ladings.  The  assembly  of  goods  may  require  warehouse 
facilities  and  the  operation  of  trucks,  boats,  teams,  or  other  means 
of  transportation.  The  assembly  may  also  require  grading,  sort- 
ing, or  cleaning  of  goods. 

2.  Labeling.  Every  separate  article  imported  into  the  United 
States  that  is  capable  of  being  stamped  or  labeled  and  every 
package  containing  an  imported  article  must  be  plainly  and  con- 
spicuously stamped  or  labeled  in  English  to  indicate  the  country 
of  origin.  In  addition  the  outside  container  must  be  marked. 
This  regulation  of  the  tariff  act  is  strictly  enforced,  and  no  goods 
are  released  from  customs  until  the  requirements  are  satisfied. 
To  mark  goods  after  arrival  is  expensive  both  in  time  and  money 
and  subjects  the  importer  to  an  additional  duty  of  10%.  The 
regulations  respecting  labeling  of  canned  or  preserved  foods  and 
drugs  must  be  observed  in  imports  exactly  as  in  the  domestic 
trade,  the  labels  indicating  the  weight  and  nature  of  the  contents. 
Many  goods  must  be  so  marked  during  the  process  of  manu- 
facture. 

3.  Packing.  The  importance  of  proper  packing  is  self-evident. 
The  importer,  even  if  he  does  not  himself  arrange  for  the  packing, 
must,  in  many  cases  at  least,  issue  instructions  for  its  proper  per- 
formance. Packing  is  a  much  more  complicated  matter  than 
may  appear  at  first  thought.  The  following  considerations  must 
enter  into  the  method  of  packing: 

a)  Safety.  Packing  should  provide  protection  from  losses  due 
to  breakage  or  leakage  during  the  rough  handling  to  which  ocean 
shipments  are  subject;  from  pilferage  and  petty  thievery;  from 
damage  due  to  sea  water  and  exposure  to  weather;  from  extremes 
of  heat  or  cold,  due  to  climate  or  to  stowage  in  the  ship's  hold; 
from  rust,  decay,  mold,  insect  pests,  and  the  many  other  dangers 
to  which  goods  are  subject  on  long  ocean  voyages.  Poor  packing 
may  result  not  only  in  financial  losses  and  inconvenience,  but  in 
contention  and  litigation. 

b)  Cost  of  container.  Manifestly  the  cost  of  packing  must  be 
considered,  particularly  since  import  duties  are  levied  on  the 
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cost  of  the  container  as  well  as  on  the  goods  themselves.  New 
methods  or  new  materials  may  need  to  be  substituted  for  cus- 
tomary methods  in  order  to  reduce  cost.  On  expensive  containers 
it  may  be  possible  to  arrange  for  multiple-trip  containers  on 
which  rebates  of  duty  can  be  secured,  if  they  are  of  American 
manufacture,  and  the  expense  of  new  containers  for  each  ship- 
ment obviated. 

c)  Freight  and  handling  costs.  Heavy  or  bulky  packing  may 
increase  freight  rates.  Since  ocean  rates  may  be  based  upon 
weight  or  measurement  at  ship's  option,  it  frequently  may  hap- 
pen that  the  method  of  packing  may  materially  lessen  freight 
charges.  It  may  also  affect  marine  insurance  rates.  Cost  of 
handling  both  in  transportation  and  at  destination  may  be  af- 
fected, since  either  too  large  or  too  small  units  may  be  uneconom- 
ical for  efficient  handling. 

d)  Tariff  costs  and  customs  regulations.  Packing  in  reference 
to  tariff  classifications  may  sometimes  save  duties.  Certain  parts, 
if  shipped  separately,  may  enable  the  importer  to  secure  a  lower 
tariff  classification.  Laces,  for  example,  may  be  shipped  sepa- 
rately from  the  garments  to  which  they  are  to  be  attached,  making 
the  garments  dutiable  at  a  lower  rate.  Dutiable  goods  should 
be  packed  with  reference  to  their  examination  by  customs  offi- 
cials and  in  conformity  with  customs  regulations.  Such,  for 
example,  are  certain  sanitary  regulations  concerning  the  kind  of 
packing  to  be  used.  Straw  from  some  countries  cannot  be  used, 
except  under  prescribed  conditions.  Delays  and  expense  will 
be  avoided  by  careful  observance  of  all  such  regulations  Cus- 
toms regulations  prescribe  certain  methods  of  packing  of  some 
goods,  as  m  the  case  of  imported  cigars. 

A.  Marking.  The  package  ready  for  shipment  must  be  marked 
ior  identification  and  address  to  conform  with  the  steamship  and 
railway  regulations,  and  to  aid  the  consignee  in  identifying  readily 
ms  shipment.  Addresses  should  be  clearly  legible,  conspicuous, 
and  not  removable.  To  aid  in  quick  identity  of  packages  import- 
ers employ  symbols  or  individual  marks  on  all  packages.  These 

W   y  C^nsist  of  a  simple  g^etnc  figure  with  initials  and 
letters.   These  marks  and  symbols  should  not  only  enable  the 
[eight  handlers  and  truckmen  to  identify  the  package  of  a  par- 
ucuiar  consignee  upon  its  arrival,  but  they  also  should  enable 
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the  importer  and  his  agent  readily  to  know  the  contents  of  a  par- 
ticular package,  to  pick  out  the  packages  designed  for  forwarding 
to  a  particular  purchaser,  and  for  any  other  purpose  for  which 
identity  of  a  package  may  need  to  be  maintained.  Proper  mark- 
ing  makes  possible  large  savings  in  handling  goods  upon  arrival 
at  port.  The  symbols  are  a  further  aid  in  that  they  enable  the 
importer  to  conceal  from  others  the  nature  of  the  contents.  If 
a  package  is  labeled  "cigars,"  it  may  be  an  invitation  for  pilfer- 
age; if  a  secret  symbol  indicates  "cigars,"  the  freight  handler 
may  be  saved  the  temptation.1 

5.  Inspection.  Examination  of  the  goods  before  shipment  is 
desirable  to  see  that  they  meet  specifications  as  to  quality  and 
quantity.  When  the  importer  has  no  representative  to  inspect 
goods  at  the  point  of  shipment,  it  is  possible  to  employ  the  serv- 
ices of  those  firms  found  in  the  better-organized  markets  which 
specialize  in  the  examination  or  inspection  of  goods  and  issue 
certificates  of  inspection  for  the  protection  of  the  merchants  and 
bankers  concerned.  The  purpose  of  such  inspection  may  be  not 
only,  or  primarily,  for  detection  of  fraud,  but  to  eliminate  errors 
or  carelessness  in  marking,  packing,  making  out  of  papers,  and 
so  on. 

6.  Engaging  freight  space.  Freight  space  often  must  be  en- 
gaged far  in  advance  of  the  date  of  shipment,  and,  when  engaged, 
goods  must  be  ready  for  the  steamship  company  at  time  of  arrival 
of  the  ship.  Freight  rates  may  vary  from  day  to  day,  and  a 
shipper  can  sometimes  secure  favorable  rates  by  "shopping" 
among  the  steamship  companies.  However,  rates  among  the 
standard  steamship  lines  are  governed  by  conferences  usually 
establishing  rates  for  yearly  periods.  Engaging  ocean  freight  in- 
volves selection  of  the  steamship  company,  and  the  routing  of  the 
shipment,  both  of  which  may  involve  differences  in  cost,  time, 
and  kind  of  services  rendered. 

Depending  on  the  nature,  regularity,  and  size  of  the  shipments, 
freight  space  may  be  provided  for  in  five  ways:  (a)  Booking 
cargo  space  for  each  shipment;  that  is,  a  separate  contract  is 
arranged  between  the  shipper  and  the  steamship  company, 
(ft) Yearly  contracts;  that  is,  a  given  space  may  be  engaged  for 

1  See  Butterbaugh,  Principles  of  Importing,  pp.  64-67,  for  more  detailed  descrip- 
tion of  packing  and  marking. 
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a  year  or  other  stated  period  at  a  specified  rate.  When  regular 
shipments  are  assured,  considerable  savings  may  be  made  in  this 
way.  (c)  Chartering.  When  whole  cargo  shipments  of  bulk 
freight  are  involved,  the  importer  may  charter  a  vessel.  Charters 
may  be  arranged  for  a  single  specified  trip,  or  to  cover  a  given 
time.2  (d)  Private  carriers.  The  largest  importers  of  bulk 
cargo,  or  of  cargo  requiring  special  types  of  ships,  may  find  it 
to  their  advantage  to  own  and  operate  their  own  boats.  Examples 
of  such  are  the  United  Fruit  Company,  for  importing  fruits  from 
the  West  Indies;  the  Bethlehem  Steel  Company,  for  importing 
iron  ore  from  Chile;  the  various  oil  companies,  for  importing 
crude  oil  from  Mexico  and  Caribbean  countries.  Such  companies 
frequently  act  also  as  common  carriers  on  the  outward  voyage, 
or  they  may  employ  the  boats  for  export  of  their  own  manufac- 
tured products,  (e)  Parcel-post  and  express.  Small  packages 
and  goods  of  high  value  may  be  imported  by  mail  or  by  express. 
Parcel-post  shipments  are  possible  from  most  countries,  but  reg- 
ulations as  to  weight,  size,  and  kinds  of  articles  allowed  vary 
greatly.  Parcel-post  imports  in  1924  were  valued  at  more  than 
$107,000,000.  Imports  by  this  method  apparently  are  increasing. 

7.  Insurance.  Insurance  should  be  arranged  to  cover  possible 
losses  from  the  time  the  goods  leave  the  factory  until  delivered 
to  the  purchaser.  If  goods  are  held  in  storage  while  being  assem- 
bled at  the  foreign  port  of  shipment,  or  while  waiting  the  arrival 
of  the  next  steamer,  fire  insurance  should  be  provided.  Since 
ocean  carriers  assume  little  responsibility  for  loss  or  injury  of 
goods  in  transit,  the  importer  must  be  protected  by  marine  insur- 
ance. Not  only  does  the  importer  need  marine  insurance  to 
protect  himself  against  losses  during  transportation,  but  the  ma- 
rine insurance  policy  is  a  necessary  document  for  securing  credit. 
The  insurance  policy  and  the  bill  of  lading  are  the  two  most 
important  documents  required  by  the  banks  granting  the  credits. 
Marine  insurance  may  be  taken  out  for  each  individual  shipment, 
or  the  importer  may  arrange  with  the  insurance  company  for  a 
blanket"  or  "open"  or  "floating"  policy.  Under  a  blanket  policy, 
an  agreed-upon  maximum  of  insurance  is  arranged  for  shipments 
during  a  period  of  time,  and  each  shipment  as  made  is  auto- 
mj^cally  covered.  The  insurance  company  is,  of  course,  notified 

part^i?  contract  entered  into  in  engaging  the  full  use  of  a  ship  is  called  a  "charter 


IMPORT  PURCHASING 


for  each  shipment  as  to  amount,  value,  steamship,  and  other 
details. 

Marine  insurance  is  a  complicated  and  technical  matter.  There 
are  many  clauses  and  risks  that  may  attach  to  particular  policies 
or  certificates.  The  clauses  or  risks  will  be  determined  by  the 
nature  of  the  goods,  the  country  of  exportation,  condition  of 
peace  or  war,  and  so  forth.  Every  marine  policy  covers  losses 
from  the  perils  of  the  sea  and  "General  Average"  losses,  that  is, 
losses  to  be  shared  in  common  by  all  the  cargo  and  the  ship.  This 
is  the  simplest  form  of  marine  insurance  written.  It  is  the  "FPA 
Form"— Free  of  Particular  Average.  These  are  basic  risks. 

Losses  for  deterioration  of  the  goods  during  transit,  that  is, 
"Particular  Average"  losses,  can  very  seldom  be  covered  directly. 
They  are  covered  by  special  clauses  such  as  losses  from  heat  and 
sweat  on  cocoa  or  coffee.  Some  commodities,  such  as  manufac- 
tured chocolates  that  are  heated  and  spoiled  in  transit,  can  very 
seldom  be  insured  against  deterioration  or  partial  damage.  "WPA 
policies,"  that  is,  "With  Particular  Average,"  contain  clauses 
against  such  special  risks,  generally  including  sea-water  damage 
during  rough  voyages.  In  the  event  a  smooth  passage  was  per- 
formed with  no  protest  made  by  the  captain  on  arrival,  damage 
from  other  causes  would  not  be  covered  by  the  clause.  Clauses 
providing  for  special  risk  of  contact  with  other  cargo  then  would 
be  needed.  But  this  feature  will  not  cover  leakage  or  seepage  from 
fuel  oil.  Fuel  oil  coverage  would  be  required.  Other  risks,  as 
theft  and  pilferage,  leakage,  hook-hole  damage,  breakage,  and 
the  like,  are  readily  given  by  the  insurance  underwriters.  In 
fact,  protection  can  be  secured  against  about  every  possible  loss, 
provided  the  insured  wishes  to  pay  the  fees  required.  The  im- 
porter should  exercise  great  care  in  placing  his  insurance  in  order 
to  be  assured  of  the  protections  he  desires. 

An  important  problem  in  insurance  of  imports,  often  over- 
looked by  the  importer,  is  the  selection  of  the  company  under 
which  the  policy  is  carried.  Generally  the  importer  on  c.i.f.  ship- 
ments leaves  this  important  matter  entirely  to  the  consignor,  with 
the  result  that  he  is  inadequately  insured  or  insured  in  an  unre- 
liable company.  When  the  foreign  shipper  effects  the  insurance, 
care  should  be  taken  to  see  that  the  insurance  company  selected 
is  one  that  is  of  known  reliability.  The  company  should  be  one 
that  at  least  has  been  registered  under  the  insurance  laws  of  a 
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state  of  the  United  States,  thus  indicating  that  the  company  has 
met  the  requirements  of  the  state  insurance  laws  and  is  under 
state  inspection.  Marine  insurance  written  by  responsible  Amer- 
ican companies  gives  the  importer  the  advantage,  in  case  of  claims 
for  losses,  of  being  able  to  deal  directly  with  the  responsible 
parties  and  to  get,  usually,  much  quicker  settlements  and  better 
services.  For  this  reason,  it  is  often  preferable  for  the  importer 
to  buy  his  goods  c.&  f.,  and  attend  to  his  own  insurance  under  his 
own  policy. 

8.  Invoicing.   There  are  two  invoices  necessary  in  making 
import  shipments  into  the  United  States.   The  "commercial  in- 
voice," made  out  by  the  seller,  is  similar  to  the  commercial  in- 
voices of  domestic  trade.   The  import  invoice,  however,  needs 
to  be  made  out  with  particular  care  in  order  to  avoid  misunder- 
standings between  a  buyer  and  a  seller  who  may  be  many  thou- 
sand miles  apart.   The  invoice  should  contain  all  details  as  to 
prices,  quantities,  weights,  dimensions,  discounts,  and  all  separate 
charges,  such  as  packing,  domestic  freight  charges  to  the  port  of 
shipment,  insurance,  and  so  forth.    This  information  may  be 
necessary  in  connection  with  determining  customs  valuations 
and  tariff  charges.   The  commercial  invoice  is  generally  in  the 
language  and  currency  of  the  exporter's  country. 

The  "consular  invoice"  is  required  by  the  United  States  cus- 
toms regulations  on  all  import  shipments  into  the  United  States 
valued  at  over  $100.  These  invoices,  made  out  on  forms  fur- 
nished by  the  United  States  Government,  are  sworn  to  before 
the  United  States  consul  nearest  the  factory  shipping  point.  The 
detailed  regulations  concerning  these  invoices  are  many,  and 
extreme  care  must  be  employed  in  preparing  them,  since  they  will 
be  used  by  the  customs  officials  in  entering  the  goods  and  as  a 
guide  in  assessing  duties. 

9-  Bills  of  lading.  When  the  goods  are  delivered  to  the  trans- 
portation company,  the  shipper  obtains  a  bill  of  lading.  There 
are  two  types  of  bills  of  lading  of  interest  to  the  importer— the 
ocean  bill  of  lading,"  and  the  "through  bill  of  lading."  The 
Jatter  is  a  combination  ocean  and  rail  bill  of  lading,  providing 
for  transportation  from  the  overseas  country  through  to  the  point 
°f  destination  in  the  interior  of  the  country.  In  overseas  importa- 
tions, the  bill  of  lading  is  of  primary  importance.  This  document 
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is  at  once  a  receipt  for  the  goods  delivered  to  the  carrier,  a  con- 
tract between  the  shipper  and  the  transportation  company  for 
the  delivery  of  the  goods,  an  evidence  of  ownership  of  the  goods, 
and  a  basic  document  in  the  financing  of  the  shipment. 

Through  the  long  period  of  its  development,  the  ocean  bill  of 
lading  has  become  a  complicated  and  comprehensive  document, 
burdened  with  many  highly  technical  and  obsolete  terms,  filled 
with  clauses  exempting  the  ship  owner  from  various  liabilities, 
understood  by  very  few  traders  who  actually  use  it.  There  is 
also  a  notable  lack  of  uniformity  in  bills  of  lading.  The  wording 
and  terms  and  clauses  differ  from  country  to  country,  between 
different  steamship  companies,  and  between  different  trades.  Not 
only  is  there  lack  of  uniformity  in  form  and  wording,  but  there  is 
a  variety  of  interpretations  of  certain  clauses.  This  situation 
in  a  document  of  such  importance  makes  the  bill  of  lading  a 
fruitful  source  of  misunderstanding.  Since  the  importer,  unlike 
the  exporter,  comes  in  contact  with  bills  of  lading  of  all  kinds  and 
from  all  countries,  it  is  especially  necessary  that  he  be  constantly 
on  his  guard  against  clauses  or  provisions  in  the  document  that 
are  unfavorable  to  his  legitimate  interests.  The  banks,  also,  which 
accept  the  bill  of  lading  as  security  in  connection  with  bills  of 
exchange,  must  exercise  the  same  precautions. 

Attempts  have  been  made  to  establish  international  uniformity 
in  bills  of  lading.  Through  international  conferences,  a  set  of 
rules  known  as  "The  Hague  Rules  192 1"  have  been  formulated 
and  in  the  Brussels  Diplomatic  Conference  of  1922  were  included 
in  a  protocol  signed  by  the  representatives  of  24  maritime  states, 
including  the  United  States.  If  ratified  by  the  governments  con- 
cerned this  would  become  an  international  convention  for  giving 
uniformity  to  the  bill  of  lading.  The  British  Government,  with 
very  slight  modifications,  has  adopted  the  Hague  Rules  in  the 
Carriage  of  Goods  by  Sea  Act,  1924."  The  Government  of 
Australia  has  also  accepted  the  Rules.  The  Rules,  however,  desir- 
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One  of  the  perplexing  problems  to  the  importer  in  connection 
with  the  bill  of  lading  has  been  the  practice  of  some  steamship 
companies  in  issuing  "received  for  shipment"  bills  of  lading. 
Ai*  best  arrangement  for  the  importer  is  to  have  the  bill  of 
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lading  issued  after  the  goods  are  received  "on  board"  or  at  least 
for  shipment  by  a  named  steamship.  If  the  bill  of  lading  is  issued 
when  the  goods  are  delivered  at  the  dock,  many  contingencies  may 
arise  that  will  delay  shipment  long  after  the  bill  of  lading  has 
been  issued  and  forwarded.  The  steamer  may  not  arrive  for 
many  days  or  weeks  after  its  due-date  at  the  port;  or  even  when 
the  named  steamship  is  in  port,  the  goods  may  not  be  loaded  but 
held  for  a  later  ship  since  the  bill  of  lading  may  provide  that  the 
steamship  company  can  substitute  a  later  ship.  The  result  is 
that  the  importer  may  receive  the  bill  of  lading  long  in  advance 
of  the  goods.  He  will  have  no  knowledge  as  to  when  the  goods  are 
to  arrive,  and  if  the  terms  of  payment  require  payment  on  pre- 
sentation of  documents  he  may  be  compelled  to  pay  long  in  ad- 
vance of  receipt  of  goods.  In  the  case  of  steamship  lines  whose 
schedules  of  sailings  arc  regular  and  may  be  relied  upon,  such 
delays  are  not  usual. 

The  usual  practice  on  import  shipments  is  to  secure  local 
ocean  bills  of  lading  providing  for  transportation  from  the  port 
of  shipment  to  the  port  of  arrival  and,  upon  arrival,  to  arrange 
for  shipment  by  rail  to  the  interior  destination.  It  is  possible, 
however,  for  the  shipper  to  secure  a  "through  import  bill  of  lad- 
ing," providing  in  the  one  transaction  for  both  the  ocean  and  rail 
shipment.  There  are  two  possible  advantages  to  be  gained  by 
this:  first,  the  interior  importer  may  be  relieved  of  some  of  the 
details  of  arranging  for  transshipment  at  the  port  of  arrival, 
these  details  being  looked  after  by  the  transportation  companies 
concerned;  secondly,  the  through  bill  of  lading  may  aid  the 
importer  in  financing  his  shipment  through  his  local  bank,  rather 
than  through  a  bank  at  the  seaboard.  The  through  bill  of  lading 
can  be  used  to  advantage  only  for  shipments  to  those  interior 
points  which  maintain  a  United  States  customs  office.  Use  of  W 
through  bill  of  lading,  however,  does  not  waive  the  necessity  for 
securing  from  the  customs  authorities  an  "immediate  transporta- 
tion" entry  at  the  port  of  arrival  (see  page  162).  An  importer 
in  the  United  States  importing  for  Canadian  clients  may  secure 
the  Canadian  preferential  tariff  rates  by  obtaining  through  bills 
of  lading  direct  to  Canadian  points,  or  by  a  through  bill  of  lading 
via  an  American  port  containing  the  clause:  "to  be  forwarded  to 
(Canadian  destination)  in  bond  without  diversion." 
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CLEARANCE  OP  IMPORTS  THROUGH  CUSTOMS 

All  goods  imported  into  the  United  States,  whether  free  or  duti- 
able, are  under  the  control  of  the  United  States  Customs  Service. 
The  process  by  which  the  imported  shipment  is  passed  through 
customs  and  finally  released  to  the  importer  after  all  the  require- 
ments of  the  government  are  satisfied  is  the  "clearance  of  goods 
through  customs."   Congress  has  established  by  law  not  only 
the  rates  of  duties  on  imported  products  but  also  the  general 
regulations  governing  customs  procedure.  The  authority  for  the 
administration  of  the  customs  has  been  placed  with  the  Secretary 
of  the  Treasury.  An  elaborate  and  complicated  set  of  rules  and 
regulations  has  developed  in  the  customs  laws  and  administration, 
governing  all  details  connected  with  the  clearance  of  goods.  In 
many  respects  the  tariff  and  customs  laws  and  regulations  of  the 
United  States  are  the  most  complicated  and  confusing  of  any 
important  commercial  nation.  Only  through  long  experience  and 
by  constant  vigilance  can  even  the  expert  in  tariff  and  customs 
matters  hope  to  keep  reasonably  well  informed  on  customs  com- 
plexities. Frequent  changes  in  the  tariff  acts,  accompanied  by 
changes  in  administrative  provisions  and  by  frequent  "Treasury 
decisions"  and  court  rulings  on  disputed  questions,  add  to  the 
uncertainties. 

In  view  of  the  difficulties  arising  from  this  complexity  the 
importer  frequently  turns  over  the  details  of  clearing  goods 
through  customs  to  the  custom-house  broker  who  is  a  specialist 
m  tariff  and  customs  matters,  licensed,  under  established  rules  and 
regulations,  by  the  collector  of  the  port  to  do  business  of  this 
kind.  Many  importers,  however,  handle  all  customs  matters  in 
their  own  organizations.  Large  importers  may  find  this  the  most 
economical  method,  and  even  small  importers  who  handle  but  few 
lines  of  imports  may  develop  the  degree  of  expertness  necessary, 
vnether  or  not  the  customs  work  is  handled  by  his  own  office  or 
by  a  broker,  the  importer  should  understand  the  nature  of  the 
problems  and  complexities  involved.  There  should  be  some  one 
w  ine  importer's  organization  whose  special  function  it  is  to  keep 
jwormed  on  customs  matters  and  to  see  that  satisfactory  service 
secured.  The  inexperienced  importer  should  either  employ  a 
pliable  custom-house  broker,  or  add  to  his  own  staff  an  expert 
such  matters.   In  view  of  the  reasonable  fees  charged  by 
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brokers,  it  is  generally  to  the  advantage  of  the  small  importer  and 
the  occasional  importer  to  employ  the  broker.  Many  large  im- 
porters also  find  it  more  economical  in  the  long  run  to  use  the 
broker. 

There  are  four  major  operations  in  effecting  clearance  of  mer- 
chandise through  customs:  (i)  entry;  (2)  examination  and  ap- 
praisement; (3)  liquidation;  and  (4)  auditing. 

ENTRY 

The  first  steps  in  the  clearance  of  goods  through  customs  con- 
sists of  "entering"  the  goods.  Entry  consists  of  filing  certain 
required  documents  with  the  collector  of  customs  at  a  port  of 
entry  upon  the  arrival  of  the  shipment.  There  are  many  different 
kinds  of  "entry"  (more  than  twenty),  each  requiring  its  special 
form.  The  kind  of  entry  chosen  by  the  importer  is  determined 
by  the  nature  of  the  goods  and  disposition  to  be  made  of  them 
and  other  considerations.  But  every  shipment  imported  except 
parcel-post  packages  less  than  $100  in  value,  must  be  entered  with 
the  collector  of  customs;  in  some  cases  a  shipment  may  require, 
before  final  release,  two  or  three  entries. 

Upon  notification  by  the  transportation  company  that  goods 
have  arrived,  the  importer,  or  his  agent,  must  prepare  and  file 
within  48  hours  the  custom's  entry,  or  take  out  a  general  order 
extension  if  entry  cannot  be  effected,  at  the  end  of  the  48  hours 
Otherwise  the  goods  are  sent  to  a  United  States  bonded  warehouse 
under  general  order."  If  goods  are  perishable,  or  require  for 
certain  other  reasons  quick  delivery,  the  importer  may  make  a 
peliminary  entry"  for  immediate  delivery.  This  may  even  be 
prepared  and  passed  before  the  goods  are  landed  and  even  several 
days  before  the  steamer  arrives.  But  a  formal  entry  must  later 
be  provided.  The  types  of  entry  most  commonly  used  are  the 
consumption  entry";  the  "warehouse  entry";  and  the  "imme- 
diate transportation  entry." 

The  "consumption  entry,"  or  "entry  for  immediate  consump. 
"on,  is  the  most  frequently  used  form  of  entry,  since  it  provides 
*or  release  of  the  goods  as  soon  as  the  formalities  of  the  customs 
are  met.  The  importer  pays  the  estimated  duties,  if  the  goods 
are  dutiable,  when  the  entry  is  filed,  and  he  may  at  once  remove 

e  goods  except  such  packages  as  are  held  for  appraisement. 
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He  shall  not  dispose  of  them,  however,  until  the  appraiser's  exam- 
ination is  complete  and  reported  to  the  collector.  Additional 
packages  may  be  required  for  examination.  To  secure  entry 
under  this  arrangement  the  importer  or  his  agent  must  file  with 
the  collector  of  customs  the  consumption  entry  form  properly 
filled  out,  and  have  attached  to  it  the  consular  invoice  and  a  copy 
of  the  bill  of  lading.8  He  must  also  file  a  bond  as  security  against 
the  faithful  performance  of  all  requirements,  including  the  final 
adjustments  in  paying  duties.  The  filling  out  of  the  entry  is  an 
important  matter,  since  determination  of  duties  is  partly  depen- 
dent on  it  and  errors  of  omission  or  commission  may  subject  the 
importer  to  delays  or  heavy  fines.  The  entry  requires  that  the 
importer  state  the  name  and  nationality  of  the  steamship  on  which 
the  goods  arrived;  the  date  and  place  of  sailing;  the  number,  date, 
and  place  of  the  consular  invoice;  description  of  the  merchandise; 
the  number  of  the  paragraph  of  the  tariff  act  under  which  each 
item  is  classified;  the  "value"  in  foreign  money;  the  "entered 
value"  in  United  States  money;  the  rate  of  duty;  and  the  amount 
of  duty.  In  some  cases,  he  must  state  the  purpose  for  which 
the  goods  are  to  be  used. 

The  determination  of  the  classification  of  the  goods  so  as  to 
indicate  the  tariff  paragraph  is  particularly  important,  and  fre- 
quently very  difficult;  likewise,  the  method  of  determining  the 
"entered  value"  ((see  page  164).  The  entry  form  carries  also 
the  "declaration  of  purchaser  or  agent"  as  to  ownership  of  the 
goods,  and  a  "declaration  of  ultimate  consignee"  in  case  the 
goods  were  shipped  on  consignment,  rather  than  by  outright  pur- 
chase. Since  the  importer  on  consumption  entry  must  furnish 
a  bond  equal  to  double  the  value  of  the  goods  to  protect  the 
government  against  the  full  performance  of  all  requirements,  the 
entry  form  carries  a  "single  entry  bond"  that  must  be  executed 
by  the  importer  before  goods  are  released.  The  importer  may, 
however,  execute  a  "term  bond"  good  for  six  months  or  a  year 
covering  all  his  transactions  for  the  period,  thus  making  it  un- 
necessary to  provide  a  bond  for  each  separate  entry. 

Upon  filing  of  the  entry  at  the  custom-house,  together  with ithe 
cash  or  a  certified  check  to  cover  estimated  duty,  if  the  goods 

»  If  the  bill  of  lading  or  consular  invoice  has  not  arrived  when  entry  is  made, 
the  importer  may  provide  a  "pro  forma  invoice"  and  execute  bonds  against  later 
production  of  the  documents. 
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Figure  14:  Consumption  entry 

are  not  free,  the  importer  or  his  agent  receives  a  "consumption 
entry  permit,"  which  authorizes  the  customs  authorities  at  the 

£?  m  ^leaSe      g°°ds'  A  certain  part  of      shiPm*nt  will 
oe  new,  however,  by  the  customs  officials  for  examination  and 
approval  (seepage  163). 
In  the  case  of  dutiable  goods,  if  the  importer  does  not  wish 
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immediate  release  of  the  importation,  a  "warehouse  entry"  may 
be  filed.  Under  this,  the  importer  can  enter  the  goods  into  a 
United  States  bonded  warehouse  without  payment  of  duties  at 
the  time  of  entry.  The  importer  may  desire  to  do  this  when 
he  plans  to  hold  the  goods  for  re-exporting,  when  he  anticipates 
a  change  in  rate  of  duty,  or  when  he  has  no  immediate  need  of 
the  goods  and  desires  to  postpone  payment  of  duty.  Goods  may 
be  kept  in  bonded  warehouses  for  a  period  of  three  years.  The 
goods  are  valued  at  the  time  the  entry  is  made,  but  rates  of  duty 
are  determined  under  the  tariff  act  in  force  at  the  time  the  goods 
are  later  withdrawn  from  the  warehouse.  While  in  warehouse, 
the  goods  may  be  resold,  and,  under  certain  conditions,  repacked, 
or  even  remanufactured  (see  page  59)-  Goods  in  the  warehouse 
may  be  withdrawn,  in  whole  or  in  part,  at  any  time  for  consump- 
tion upon  payment  of  duty;  for  transportation  in  bond  to  another 
customs  district  where  they  will  be  cleared  and  duty  paid;  or 
for  exportation  without  payment  of  duty.  Special  forms  are  used 
in  making  a  warehouse  entry  and  bonds  must  be  furnished.  Free 
goods  cannot  be  entered  in  bond. 

The  "immediate  transportation  entry"  (I.  T.  entry)  gives  the 
importer  the  privilege  of  arranging  for  immediate  shipment  of 
the  goods  from  the  port  of  arrival  to  another  customs  district 
for  clearance.  An  importer  in  St.  Louis,  for  example,  may  desire 
to  have  his  imports  cleared  through  the  St.  Louis  custom-house 
rather  than  in  New  York  or  New  Orleans  or  San  Francisco.  If 
goods  are  shipped  on  a  through  import  bill  of  lading,  they  will 
be  entered  at  the  port  of  arrival  on  an  I.T.  entry;  if  they  have 
arrived  on  an  ocean  bill  of  lading,  the  importer  may  secure  their 
release  for  shipment  in  bond  in  the  same  way,  if  entry  is  made 
within  10  days  after  arrival. 

The  many  other  forms  of  entry  meet  conditions  that  are  for 
the  most  part  variations  and  combinations  of  the  above.  Worthy 
of  special  mention  is  the  "drawback  entry."  When  materials 
imported  are  re-exported  in  the  form  of  manufactured  goods,  a 
refund  of  99%  of  the  duties  paid  may  be  secured,  provided  draw- 
back application  has  been  made  and  allowed  by  the  customs 
authorities  in  Washington  and  satisfactory  evidence  is  given  that 
the  actual  materials  imported  were  re-exported  in  the  manufac- 
tured product.  Important  savings  are  possible  by  drawbacks ,  in 
those  manufactured  products  exported  in  which  dutiable  vat 


* 


TRANSPORTATION  AND  CUSTOMS  CLEARANCE  163 

ported  raw  materials  are  important,  as,  for  example,  refined  sugar, 
paper,  textiles,  condensed  milk,  and  chocolate  products.  Certain 
custom-house  brokers  specialize  in  drawback  services. 

EXAMINATION  AND  APPRAISEMENT 

All  goods  imported  must  be  examined  to  see  that  they  conform 
to  the  tariff  laws,  the  anti-dumping  laws,  and  other  regulations; 
to  see  that  the  merchandise  is  correctly  classified  and  valued;  that 
the  quantities  are  correctly  stated;  and  that  the  proper  rate  of 
duty  is  applied.  The  chief  customs  officials  concerned  with  these 
tasks  are  the  appraisers  and  examiners.  At  seven  larger  ports 
there  are  also  "surveyors"  in  charge  of  "inspectors,"  and  at  other 
ports  "inspectors"  only,  who,  among  other  duties,  receive  the 
goods,  oversee  the  deliveries,  direct  the  weighing,  measuring,  and 
inspection  of  the  merchandise  to  see  that  the  quantities  compare 
with  the  permits  issued  by  the  collectors. 

For  ascertaining  duty  on  goods  carrying  an  ad  valorem  duty, 
and  for  purposes  of  administering  the  Anti-dumping  Act,  the 
value  of  all  goods  imported  must  be  determined.  The  appraise- 
ment of  value  and  the  classification  of  goods  according  to  the 
tariff  act  for  the  assessment  of  duties  are  the  chief  functions  of 
the  appraisers.  In  New  York,  where  the  bulk  of  United  States 
imports  are  received,  examination  and  appraisal  is  done  chiefly 
at  the  appraisers'  stores,  an  enormous  warehouse  to  which  samples 
of  practically  all  imports  are  sent  for  examination.  Certain  bulky 
imports  are,  of  course,  examined  and  appraised  at  the  docks,  or 
even  at  an  importer's  own  bonded  warehouse. 

When  goods  have  been  entered  by  the  importer,  a  certain  part 
of  his  shipment  (usually  one  out  of  ten  packages)  is  designated 
for  delivery  to  the  appraiser's  store  at  the  time  when  the  re- 
mainder is  released  for  delivery.  At  the  same  time  the  collector 
of  customs  sends  to  the  appraiser  a  copy  of  the  consular  invoice 
and  summary  of  the  entry.  Whereupon  the  goods  are  opened  and 
classified  by  the  appraisers  and  examiners,  the  valuation  deter- 
mined, and  the  documents  returned  to  the  "liquidation  depart- 
ment" of  the  custom-house,  with  the  classification  and  valuations 
indicated  thereon. 

Classification  of  imports.  Since  it  is  according  to  the  report 
Nade  by  the  appraisers  on  the  tariff  classification,  valuation,  and 
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description  of  goods  that  duties  are  finally  assessed  by  the  col- 
lector of  customs,  the  work  of  the  appraiser  is  of  much  concern 
to  the  importer.  The  importer  should  well  understand  the  meth- 
ods of  operation  of  this  department  of  the  customs  service.  While 
it  is  possible,  as  will  be  later  shown,  to  appeal  from  the  decision 
of  the  appraisers,  time,  expense,  and  trouble  can  be  saved  by 
working  in  harmony  with  the  appraiser's  organization.  The  office 
is  understaffed,  the  amount  of  work  placed  upon  the  individual 
examiner  is  large,  and  much  of  the  work  is  in  itself  difficult  and 
open  to  dispute. 

The  determination  of  the  tariff  classification  made  at  the  ap- 
praiser's office  is  as  important  as  it  is  frequently  difficult.  Al- 
though many  articles  are  specifically  mentioned  in  the  tariff  act, 
a  large  proportion  of  articles  imported  manifestly  cannot  be 
enumerated  and  they  are,  therefore,  classified  under  general  head- 
ings or  "basket  clauses."  It  may  frequently  happen  that  a  single 
import  could  be  logically  classified  under  two  or  three  or  more 
paragraphs  of  the  tariff  act,  with  wide  variations  in  the  rate  of 
duty.  For  example,  are  cotton  gloves  with  embroidered  stitches 
on  the  back  to  be  classified  as  "cotton  gloves"  at  50%  duty,  or 
as  embroideries  at  75%  duty?  Are  small  harmonicas  "toys"  or 
"musical  instruments,"  or  "articles  whose  chief  component  mate- 
rial is  brass?"  Frequently,  the  final  determination  as  to  the  cor- 
rect classification  is  made  only  after  decisions  by  the  Board  of 
General  Appraisers  or  after  litigation  and  decision  by  the  courts. 
In  the  meantime,  the  importer  may  be  uncertain  as  to  whether 
his  importations  are  free  or  subject  to  low  or  to  high  duty.  How- 
ever, on  most  staple  goods  that  have  been  imported  over  long 
periods  of  time  there  is  little  or  no  uncertainty.  After  the  passage 
of  a  new  tariff  act  in  which  many  changes  in  classifications  are 
made,  there  is  likely  to  be  a  period  of  doubt  until,  by  Treasury 
rulings  and  court  decisions,  the  doubtful  cases  are  cleared  up. 

Kinds  of  "value."  The  determination  of  "value"  for  purposes 
of  computing  ad  valorem  duties  is  a  fruitful  source  of  dispute 
between  the  importer  and  the  collector.  The  rules  for  determin- 
ing value,  as  laid  down  in  the  Tariff  Act  of  1922,  are  many,  con- 
fusing, and  difficult  of  application.  Dutiable  value  and  invoice 
value  are  not  the  same.  "Value"  is  not  determined  by  what  was 
paid  for  the  product.  On  the  entry,  the  importer  must  state  the 
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actual  invoice  values,  but  he  must  also  declare  the  value  at  which 
he  enters  the  goods  for  duty  purposes. 

The  Tariff  Act  of  19224  provides  for  several  kinds  of  "value," 
as  follows: 

a)  Foreign  value.  This  is  the  market  value  of  the  goods,  or 
the  competitive  price  at  the  time  of  exportation,  in  the  principal 
market  of  the  foreign  country  from  which  exported,  including 
the  cost  of  all  containers  and  coverings  and  all  other  costs  incident 
to  placing  the  merchandise  in  condition,  packed  ready  for  shipment 
to  the  United  States.5  This  is  the  value  most  frequently  applied 
to  imported  goods.  It  is  the  market  value  of  the  goods  for  home 
consumption  in  the  foreign  country. 

b)  Export  value  is  the  market  price  of  the  goods  in  the  foreign 
market,  when  packed  ready  for  shipment,  as  offered  for  export 
to  the  United  States.  The  importer  must  use  the  "export  value" 
if  it  is  higher  than  the  "foreign  value."6  It  is  the  "export  price 
as  distinguished  from  the  "home  market"  price. 

c)  United  States  value  of  imported  merchandise  is  the  whole- 
sale price  at  which  such  or  similar  imported  merchandise  is  freely 
offered  for  sale,  packed  ready  for  delivery,  in  the  principal  market 
of  the  United  States  with  due  allowances  made  for  cost  of  trans- 
portation, duty,  commission,  profits,  and  selling  expenses. 7  This 
value  is  to  be  used  when  neither  the  "foreign  value"  nor  the 
"export  value"  can  be  ascertained  to  the  satisfaction  of  the  ap- 
praiser; also,  when  there  is  no  figure  or  export  price  specially  pre- 
pared on  merchandise  made  for  some  particular  import  which  is 
not  freely  offered  for  sale  in  the  foreign  country.  It  is  appar- 
ently intended  to  apply  particularly  to  consigned  imports.  The 
determination  of  the  United  States  price  of  an  imported  product 
according  to  the  provisions  of  the  law  is  often  difficult. 

d)  Cost  of  production  value,  to  be  used  when  neither  of  the 
three  methods  mentioned  above  5s  applicable,  is  determined 
on^the  basis  of  cost  of  manufacture  in  the  foreign  market  at 

cJlfnl  Act  of  I922>  Sections  3i5,  402,  489.  Also,  Levett,  Through  the 
^adrConveniion^%^4  Pr0CeedingS  °f  £feveft**  N<*to*d  Foreign 

5  Tariff  Act  of  1922,  Section  402  (6). 

8  H>id.t  Section  402  (c). 

7  Ibid.,  Section  402 
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the  time  the  goods,  or  similar  goods,  were  produced,  including 
allowances  for  expenses,  cost  of  containers,  and  profits.  * 

e)  American  value  of  an  imported  article  is  determined  by 
taking  the  price  of  a  similar  competitive  article  made  in  the 
United  States,  without  reference  to  the  actual  price  paid  or  to  cost 
of  production  of  the  imported  article  itself.  The  Tariff  Act  of  1922 
directs  the  application  of  this  value  to  all  coal  tar  products  im- 
ported.9 

American  valuation  may  also  be  applied  under  the  conditions 
named  in  the  "flexible  provisions"  of  the  tariff  act,  where- 
by  the  authorization  is  given  to  apply  American  valuation  when, 
upon  investigation,  it  is  found  that  an  increase  of  50%  in 
the  existing  duty  is  not  sufficient  to  equalize  the  differences  in  the 
cost  of  production  between  the  imported  product  and  a  similar 
competitive  product  made  in  the  United  States.10  That  is,  the 
law  permits  the  President  to  increase,  or  decrease,  duties  named 
in  the  act  on  the  basis  of  investigations  determining  the  adequacy 
of  the  tariff  to  meet  differences  in  the  cost  of  production  of  any 
article.  If,  however,  the  50%  increase  does  not  meet  the  differ- 
ence, the  basis  of  valuation  can  be  changed  to  the  American  plan. 
This,  of  course,  would  actually  allow  a  much  greater  increase  in 
duty  than  50%. 

/)  Value  in  connection  with  antidumping  legislation.  In  addi- 
tion to  the  kinds  of  "value"  provided  for  in  the  tariff  act,  the 
anti-dumping  law11  defines  "purchase  price,"  "exporter's  sales 
price,"  and  "foreign  market  value"  for  purposes  of  that  act.  If 
the  purchase  price  or  exporter's  sales  price  is  less  than  the  for- 
eign market  value  or  cost  of  production  in  case  foreign  market 
value  is  not  obtainable,  the  importer  must  pay  a  special  dumping 
duty  equal  to  the  difference.  This  applies  to  all  goods,  whether 
free  or  dutiable.  The  appraisers  are  expected  to  examine  imports 
for  value  in  order  to  administer  the  anti-dumping  act.  Since  the 
methods  of  determining  these  values  do  not  correspond  to  the 
methods  employed  in  the  tariff  act,  confusion  over  values  becomes 
doubly  confounded. 

8  Tariff  Act  of  1922,  Section  402  («). 

9  Ibid.,  Section  315  (<*). 

10 Ibid.,  Sections  31S  (*>)  and  402  (/). 

11  Emergency  Tariff  Act  of  1921.  Title  II,  Anti-Dumping. 
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In  all  of  the  above  cases,  the  determination  of  value  further 
hinges  on  the  determination  of  the  exchange  rates  used  in  con- 
verting foreign  currencies  to  American  dollars.  Here  also  is  op- 
portunity  for  confusion  and  misunderstanding. 

Penalties  for  undervaluation.    If  the  importer's  valuation  is 
less  than  the  appraised  valuation,  the  importer  is  subject  to 
heavy  fines—namely,  "an  additional  duty  of  one  per  centum  of 
the  total  fiscal  appraisal  value  thereof  for  each  one  per  centum 
that  such  final  appraised  value  exceeds  the  value  declared  on 
the  entry."   The  penalty  is  imposed  in  all  cases  except  where 
there  is  a  manifest  clerical  error,  or  upon  evidence  accepted  by 
the  Board  of  General  Appraisers,  upon  petition  by  the  importer, 
that  there  was  no  intention  to  defraud  or  to  misrepresent  the 
facts  or  to  deceive  the  appraisers.   If,  however,  the  appraised 
value  exceeds  the  declared  value  by  more  than  100%,  the  entry 
is  presumptively  fraudulent,  and  the  whole  shipment  is  forfeited. 
The  importer  has,  however,  the  opportunity  of  proving  his  mno- 
cence  of  fraud  and  to  receive  refund  of  penalty  duties,  unless 
the  goods  are  to  be  re-exported.  The  goods  also  are  not  subject 
to  the  benefit  of  drawback.12   The  Tariff  Act  of  1922  further- 
more protects  the  importer  in  regard  to  penalties  for  under- 
valuation by  making  it  possible  for  him  to  advance  the  value  at 
the  time  of  entry  in  order  to  meet  advances  that  have  been  made 
by  the  appraiser  on  similar  cases  then  pending  on  appeal  for 
reappraisement  before  the  Board  of  General  Appraisers.   If  the 
increased  valuation  is  not  sustained,  the  additional  duty  paid 
will  be  refunded.18  This  is  a  protection  given  to  importers  in 
no  previous  tariff  legislation. 

Deliberate  undervaluation  is  rare  and,  when  attempted,  is 
jikely  to  be  quickly  detected.  Unintentional  undervaluation, 
however,  is  frequent.  An  importer  not  fully  informed  as  to  valua- 
tion methods  might  unintentionally  undervalue  for  any  of  the 
following  reasons:  entering  goods  at  cost  after  making  an  ad- 
vantageous purchase,  the  cost  being  below  "market  value;" 
obtaining  discounts  on  quantity  purchases;  rise  in  price  between 
time  of  purchase  and  time  of  shipment;  goods  purchased  at  a 
price,  but  at  lower  cost  than  in  the  "principal  market;" 

12  Tariff  Act  of  1921,  Section  489. 
*Ibid.,  Section  489. 
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new  market  price  determinations  by  appraisers^  raising  market 
value  above  what  previously  had  prevailed;    foreign  value 
higher  than  "export  value,"  resulting  in  accusation  of  dumping; 
currency  depreciation  between  time  of  purchase  and  time  of 

ShTnTimporter,  upon  making  entry,  can  consult  the  appraisers 
or  examiners  as  to  classification  and  valuation  to  be  placed  upon 
the  goods.  Such  opinions  are  advisory  only,  and  the  appraiser  is 
free  to  place  a  different  value  and  classification  upon  the  goods 
when  they  actually  come  to  him  for  appraisal.  In  cases  of  doubt, 
however,  as  on  the  importation  of  a  new  and  strange  commodity, 
S  opinions  are  likely  to  be  valuable  to  the  importer  as  a 
guide  to  his  declaration  of  value  It  is  not  1 however  ^ always 
possible  for  importers  to  take  advantage  of  this;  neither  is  it 
always  satisfactory  in  view  of  the  large  demands  made  upon  the 
staff  in  the  appraiser's  office. 

LIQUIDATION 

After  the  appraisers  have  reported  back  to  the  collector  of 
customs  the  results  of  the  examination  and  appraisement,  and  i 
the  importer  files  no  appeal  or  protest,  the  collector  of  cu stems 
"liquidates"  the  entry.  That  is,  the  exact  amount  of  the  duties 
due  are  calculated  by  the  clerks  in  the  U<l«^i«>^^«^ 
custom-house  and  the  importer  is  notified  of  the  amount  of  duties 
assessed.  If  the  estimated  duties  paid  at  the  time >  the  import  r 
first  filed  the  entry  were  insufficient  to  meet  the  final  tara 
assessment,  the  balance  must  be  paid  within  10  days.  If  over- 
payments had  been  made,  a  refund  is  made  by  the  government 
The  importer  is  expected  to  remove  at  once  the  goods  trom  me 
appraiser's  store. 

AUDITING 

Ordinarily,  liquidation  ends  the  procedure  for  the  importer. 
However,  the  work  of  the  appraisers  and  the  liquidation  division 
are  subject  to  audit  by  the  comptrollers  of  customs  (formerly 
known  as  "naval  officers").  If  mistakes  are  found,  the  entry is 
sent  back  for  reliquidation.  Since  *e  -udit  m^ke  pl^ 
until  several  months  after  the  liquidation,  the  importer  has  n 
assurance  that  the  assessment  he  has  been  required  to  pay 
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duties  is  final  and  will  not  be  adjusted,  or  that  he  has  met  all 
customs  requirements  until  long  after  his  goods  have  been  re- 
ceived, and  perhaps  resold  or  manufactured  and  consumed. 

PROTESTS  AND  APPEALS 

Within  10  days  after  notice  of  appraisement  the  importer  may 
file  with  the  collector  of  customs  an  "appeal  for  reappraisement." 
This  appeal  is  laid  before  members  of  the  Board  of  General  Ap- 
praisers, a  body  of  9  men  appointed  by  the  President  and  sitting 
at  the  appraisers'  stores  in  New  York.  The  decision  of  the 
board  on  reappraisement  is  final. 14 

After  the  entry  has  been  liquidated,  however,  a  "protest"  may 
be  filed  by  the  importer  against  the  decision  of  the  collector  on 
the  classification,  rate  and  amount  of  duty  assessed,  rate  of  ex- 
change established,  or  any  other  decision  or  finding  of  the  col- 
lector. The  protest  is  heard  before  the  Board  of  General  Ap- 
praisers and  a  decision  rendered.  In  1923,  over  34,500  appeals 
and  protests  were  filed  with  the  Board  of  General  Appraisers. 
Because  of  the  lack  of  clerical  help,  long  delays  are  experi- 
enced in  obtaining  decisions.  All  decisions  are  published  in 
Treasury  Reports.  Either  the  importer  or  the  collector  may 
appeal  from  the  decision  of  the  board  on  a  protest  to  the  "Court 
of  Customs  Appeals,"  a  court  of  five  members,  appointed  by  the 
President  and  sitting  in  Washington,  D.C.  The  decision  of  this 
court  is  final,  except  on  cases  involving  a  constitutional  question, 
upon  which  further  appeal  may  be  made  to  the  Supreme  Court 
of  the  United  States." 

The  Tariff  Act  of  1922  makes  it  possible,  also,  for  any 
American  manufacturer,  producer,  or  wholesaler  to  file  an  appeal 
or  protest  against  the  appraisal  on  any  importation  by  any  im- 
porter of  goods  of  the  kind  the  manufacturer  produces  when  it  is 
believed  that  the  appraisal  on  the  imported  merchandise  is  too 
low  This  provision  carries  with  it  the  possibility  of  long  delays 
m  the  final  liquidation  of  an  import  shipment,  provided  app 
are  carried  up  to  the  Court  of  Customs  Appeals  by  the  co] 
jngproducer. 

14  Tariff  Act  of  igzit  Section  501. 
*Ibid.,  Sections  514  and  515. 
8  Ibid.,  Section  516. 
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DUMPING  AND  UNFAIR  COMPETITION 

He  Tariff  Act  of  i9»  extends  to  import  trade  P^tkally  the 
same  prohibition  against  unfair  methods  of  competition  which  the 
Federal  Trade  Commission  Act  provides  against  unfair  methods 
ta  domestic  trade.  Under  Section  3x6  of  tins  >^-dd*«d 
duties  may  be  imposed  on  importations  in  case  of  unfa  r  price- 
cutting,  full-line  forcing,  commercial  bribery  or  other  types  0 
practices  regarded  as  unfair  competition.  The  Janff  Act  of 
i8oa  (Section  73),  as  was  pointed  out  in  Chapter  VI,  appiieo 
the  Drovisions  of  the  Sherman  Act  to  combinations  m  the  import 
trade.  Anti-dumping  legislation  is  specifically  provided  in  the 
"Antidumping  Act,  19","  which  provide*  for  spec ******* 
duties  upon  importations  found  to  be  *>ld  at  ess  than  fo  e  gn 
market  value  or  cost  of  production.  ™e^™^ 
Anti-dumping  Act  is  placed  in  the  Customs  Division  of  the  Ireas 

_____  _  " 

ury  Department. 

Selected  References: 

Transportation,  Forwardino,  Warehouse,  Insurance 
,.  Btjtterbauch ,  W.  E.  Principle*  of  Importing,  chaps.  Ui-iv;  ru-rui;  Shippmg 
and  Transportation. 
r-„^,™  r  F.    Principles  of  Foreign  Trade,  chaps.  x-ri,  Ocean  Transporta- 
G^d£p  xvuf  EeR*  Elemenf ;  The  Macmillan  Company,  xW. 
s.  Hurbner,  G.  G.    Ocean  Steamship  Traffic  Management;  D.  Appleton  and 
Company,  1919. 

4  Keeiey,  J.  F.    Packing  for  Foreign  Markets;  Department  of  Commerce, 

Trade  Promotion  Series  No.  1,  1924. 
5.  MacMurray  and  Cree.    Shipping  and  Stroking;       Isaac  Pitman  and 

Sons,  London,  19". 

6  Poor,  W.    Charter  Parties  and  Ocean  Bills  of  Ladmg;  M.  Bender  &  Com 

pany,  Inc.,  Albany,  1920. 

,  Rosenthal,  M.  Technical  Procedure  in  S*^^^^^^^  j^!, 
7"     Paddn^j  Part  IV,  Marine  Insurance;  McGraw-Hill  Book  Company,  inc., 

V  f\  4%  <"l 

8  Scrutton,  Snt  Thomas  Edward.   Charter  Parties  and  BUls  of  Lading  (»* 
Edition) ;  London,  1925. 

«  Stephenson,  James.   Principles  and  Practice  of  Commie  chap,  hv,  Func 

9  Sons  of  Warehousing;  Sir  Isaac  Pitman  and  Sons,  London,  191S. 
10.  U.  S.  Navy  Department.    Port  Directory  of  the  Principal  Foreign  fo  , 

Washington,  1924-    20, 

„.  Winter,  W.  D.  Marine  Insurance;  McGraw-Hill  Book  Company,  Inc,  1° 

ia.  Customs  House  Guide,  New  York  (yearly). 
13.  Shipping  World  Year-Book,  London  (yearly). 


PORTATION  AND  CUSTOMS  CLEARANCE  171 

Customs  and  Tariffs 

1.  American  Express  Company.  For  the  Importer,  New  York,  1923. 

t.  Butterbaugh,  W.  E.    Principles  of  Importing,  chaps,  v  and  xi,  Customs 
Service  and  Customs  Procedure;  D.  Appleton  and  Company,  1923. 

3.  Carter,  E.  C.    "Reaping  the  Benefits  of  the  Drawback  System";  Export 

Trade,  May  10,  1919. 

4.  Davis,  Geo.  C.  Complications  of  Our  Customs  Tariff,  nth  National  Foreign 

Trade  Convention,  1924,  pp.  250-257. 

5.  Fisk  and  Peirce.    International  Commercial  Policies,  chaps,  v  and  x,  Im- 

port and  Export  Duties,  Customs  Administration;  chaps,  xi  and  xii,  Com- 
mercial Treaties. 

6.  International  Chamber  of  Commerce.   The  Customs  Convention  and  Its 

Benefits  to  Trade,  Brochure  No.  33,  1924. 

7.  Levett,  B.  A.  Through  the  Customs  Maze;  Customs  Maze  Publishing  Com- 

pany, New  York,  1923. 

8.  Page,  T.  W.   Making  the  Tariff  in  the  Vnited  States;  McGraw-Hill  Book 

Company,  Inc.,  1924. 

9.  Rich,  Wm.  B.   Handbook  of  the  United  States  Tariff  Act  of  1022:  Vande- 

grift  &  Company,  1925. 

10.  Rosenthal,  M    Technical  Procedure  in  Exporting  and  Importing,  Part  II; 
McGraw-Hill  Book  Company,  Inc.,  1922. 

xi.  Schmeckebier,  L.  R.    The  Customs  Service:  Its  History,  Activities  and 
Organization;  Johns  Hopkins  Press,  1924. 

12.  Taussig,  F  W.   Tariff  History  of  the  United  States;  G.  P.  Putnam's  Sons, 

wew  lork.,  1923* 

13.  U.  S.  Government  Printing  Office.   The  Tariff  Act  of  1922,  with  Index. 

14.  U.  S.  Tariff  Commission.   Dictionary  of  Tariff  Information,  Washington, 

1924. 

15.  U.  S.  Tariff  Commission.  Dumping  and  Unfair  Competition  in  the  United 

States,  Washington,  1919. 

16.  U.  S.  Treasury.   Customs  Regulations  of  the  United  States  (1923  edition). 

17.  U.  S.  Treasury.  Consular  Regulations  of  the  United  States. 
l8'  U'deScko:n^SURY'    Treasury  Ded5ion5  <Weekly  Publication  giving  current 


19"   ^^^J^^1'  A  Pr0blem  *  Intermiion<*  Trade,  University  of 

ao.  Custom*  House  Guide,  New  York  (Yearly  publication.  Gives  technical  details 
^^^regulations,  warehousing,  forwarding,  port  facilities,  S.  S.  lines, 

^yearly)rf°m5  °*  Publishmg  New  York 

22.  "Survey  of  the  Parcel  Post  Situation";  American  Importer,  September,  1923. 


IMPORT  PURCHASING 
Principles  and  Problems 

PART  II 
PROBLEMS 


IX 


THE  IMPORT  MIDDLEMAN 
i.  Snow  Trading  Company 

IMPORTING  AS  MERCHANT  VS.  IMPORTING  AS  A 
COMMISSION  AGENT 

The  Snow  Trading  Company,  primarily  commission  importing 
agents  in  the  United  States  for  foreign  merchants  and  producers, 
in  1924  was  considering  methods  of  expanding  sales.  Overhead 
expenses  had  largely  increased,  but  the  value  of  imports  of  com- 
modities  handled  by  the  company  had  been  decreasing,  while  the 
rates  of  commission  remained  stationary.  The  question  of  sup- 
plementing importation  on  a  commission  basis  by  also  doing  a 
merchant  business  was  considered. 

The  Snow  Trading  Company  was  organized  in  188  <;  as  an  ex- 
port  and  import  commission  house.  Although  exporting  was  an 
important  part  of  the  company's  business,  for  many  years  im- 
porting made  up  the  largest  part  of  the  total  trade  carried  on. 
The  company  imported  a  wide  range  of  products,  principally  - 
raw  materials  and  foodstuffs.  The  bulk  of  the  company's  im- 
ports came  from  the  Far  East,  but  it  had  developed  a  very  im- 
portant trade  in  certain  European,  South  African,  and  South 
American  products.  The  leading  commodities  handled  were 
bristles,  cocoa,  spices,  egg  products,  hemp  and  other  textile  fibers, 
hides  and  skins,  jute,  linseed,  nuts,  chrome  and  manganese  ores, 
rubber,  shellac,  straw  braid,  tanning  materials,  tin,  antimony, 
vegetable  oils,  and  wool.  In  the  period  from  1920-1924  the  com- 
pany's imports  amounted  to  from  $7,000,000  to  $10,000,000  an- 
nually. The  import  business  was  largely  conducted  as  a  commis- 
sion agency  business,  the  company  acting  as  the  American  selling 
agent  of  foreign  merchants  or  producers.  Orders  received  from 
American  purchasers  were  forwarded  to  the  company's  principals 
*n  the  foreign  markets,  and  the  company's  profit  consisted  of  a 
commission  paid  by  the  foreign  shipper.  In  one  or  two  lines  the 
company  did  a  strictly  merchandising  business.   For  example, 
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the  company  had  established  a  special  "oriental  goods"  depart- 
ment. Through  this  department  the  company  brought  in  art 
goods,  chinaware,  and  other  "gift  shop"  goods  from  China  and 
Japan  on  its  own  account,  stocked  them,  and  resold  in  the  Ameri- 
can market.  However,  this  was  not  the  usual  policy  and  was 
followed  in  this  case  because  the  nature  of  the  commodities  made 
this  method  necessary.  Importing  on  a  commission  basis  was 
the  method  employed  for  the  bulk  of  the  commodities  handled. 
The  Snow  Trading  Company's  business  had  been  built  up  on 
this  basis.  As  selling  agents  and  commission  importers  it  had  an 
established  reputation  and  was  performing  a  valuable  service, 
distinctly  different  from  the  service  of  the  import  merchant. 

During  the  period  from  1921-1924  the  company  was  faced  with 
a  very  serious  situation  in  its  import  business.  The  overhead  ex- 
penses of  the  company  had  very  greatly  increased  as  compared 
with  pre-war,  but  the  commissions  received,  which  were  increased 
during  the  war  by  virtue  of  higher  prices,  had  now  receded  to 
about  the  same  as  before  the  war.  At  the  same  time,  there  had 
been  a  notable  falling  off  after  1920  in  the  volume  of  imports  in 
many  of  the  materials  handled  by  the  Snow  Trading  Company. 
This  situation  was  made  up  by  taking  on  some  new  articles,  but 
hardly  made  probable  any  increase  in  volume  over  that  of  the 
pre-war  and  war  period.    Because  importing  was  very  highly 
competitive  in  the  products  handled  by  the  company,  it  was  im- 
possible to  increase  the  rate  of  commission  received.    To  de- 
crease  overhead  expenses  was  feasible  only  to  a  certain  degree. 
A  certain  number  of  employees  in  the  organization  could  be  laid 
off,  but  the  dismissal  of  its  competent,  high-salaried  men  would 
be  to  the  detriment  of  the  future  expansion  of  its  business.  The 
problem  of  the  company,  therefore,  was  how  to  increase  sales. 
It  was  expected  that  with  an  improvement  in  general  business 
conditions  there  would  be  an  automatic  increase  of  the  company's 
importations.   It  was  possible  also  that  the  company  could  add 
other  lines  without  expanding  its  existing  organization.  The 
chief  method  considered,  however,  was  a  supplementing  for  the 
present  method  of  importing  strictly  on  a  commission  basis  of 
a  policy  of  direct  purchase  and  resale  as  merchants.    Such  a 
change  involved  a  distinct  deviation  in  the  general  policy  of  the 
company  which  had  been  followed  for  many  years. 
The  following  considerations,  however,  favored  the  change 
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in  policy:    First,  if  the  company  imported  as  merchants  for 
resale  in  the  American  market,  it  could  undoubtedly  increase  the 
total  volume  of  its  business.  Due  to  the  uncertainties  of  busi- 
ness conditions,  buyers  in  the  American  market  were  very  cau- 
tious. Generally  orders  were  placed  only  for  minimum  require- 
ments, and  many  American  consumers  were  not  placing  with  the 
company  orders  sufficiently  large  to  satisfy  their  needs.  Such 
companies,  therefore,  were  supplementing  their  purchases  by 
going  to  merchants  who  carried  stock.  The  officials  of  the  Snow 
Trading  Company  felt,  therefore,  that  if  they  imported  as  mer- 
chants there  would  be  a  much  better  opportunity  for  larger  sales. 
Second,  there  would  be  undoubtedly  many  opportunities  for 
larger  returns  per  unit  of  business  than  were  represented  by  the 
commissions  paid.    The  company  had  had  long  experience  in 
buying  abroad,  knew  well  both  foreign  and  domestic  market  con- 
ditions, and  would  be  in  a  position  to  take  advantage  of  many 
opportunities  for  buying  under  favorable  conditions  in  the  for- 
eign market  and  reselling  at  very  substantial  profits.   The  offi-. 
cials  felt  that  they  ought  to  be  able  to  capitalize  their  long  expe- 
rience and  knowledge  of  market  conditions  abroad  to  a  much 
greater  degree  than  was  possible  merely  by  selling  on  the  small 
commissions  obtained.  Third,  by  buying  directly  from  the  for- 
eign shippers  the  company  could  undoubtedly  obtain  better  terms. 
This  would  be  particularly  true  if  the  size  of  their  importations 
were  increased.   Large  buyers  in  the  foreign  markets  were  in 
better  position  to  obtain  both  the  choice  qualities  of  goods  and 
better  terms  than  the  smaller  buyers. 

On  the  other  hand,  there  were  obvious  objections  to  the  con- 
templated change  of  policy.  First,  to  purchase  as  merchants 
added  a  larger  element  of  speculation  to  the  business  than  here- 
tofore existed.  While  there  were  opportunities  for  large  profits, 
there  were  also  opportunities  for  large  losses.  While  commis- 
sions were  small  under  their  old  arrangement,  they  were,  never- 
theless, certain.  Second,  possibly  a  greater  objection  arose  from 
the  fact  that  the  proposed  method  involved  an  entire  change  in 
the  company's  attitude  toward  its  clients.  If  the  company 
bought  on  its  own  account  it  would  be  difficult  to  maintain  a  fair- 
mindedness  in  its  agency  relations.  It  would  be  difficult  to  give 
interested  advice  to  its  foreign  principles  (which  would  even- 
tually  jeopardize  the  holding  of  its  agencies),  as  such  advice 
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would  likely  be  influenced  by  the  fact  that  they  themselves  had 
stocks  of  merchandise  for  disposal.  It  was  a  very  serious  ques- 
tion with  the  officials  of  the  company  as  to  whether  or  not  they 
could  do  both  a  commission  importing  business  and  at  the  same 
time  import  as  merchants.  Third,  further  objection  arose  from 
the  fact  that  a  greater  amount  of  capital  would  be  required  if 
they  acted  as  merchants.  This,  however,  was  not  a  serious  prob- 
lem with  the  Snow  Trading  Company  since  the  financial  re- 
sources of  the  company  were  ample  to  care  for  any  additional 
outlay  of  capital  that  might  be  required. 

Should  the  company  have  adopted  the  policy  of  supplementing 
its  importing  as  commission  agents  with  a  merchant  business? 

2.  Kleber  Cotton  Company 

IMPORTING  EGYPTIAN  COTTON  FOR  STOCK  OR  ONLY  AGAINST  ORDER 

The  Kleber  Cotton  Company  was  one  of  the  largest  of  40  im- 
porters of  Egyptian  cotton  in  the  United  States,  most  of  whom, 
including  the  Kleber  Cotton  Company,  were  located  in  New  Eng- 
land. The  company  sold  about  70%  of  its  cotton  to  manufac- 
turers of  automobile  tires  and  30%  to  mills  which  spun  thread 
and  yarn.  Previous  to  192 1  the  company's  sales  of  Egyptian 
cotton  had  averaged  about  50,000  bales  a  year.  From  192 1  to 
1924,  annual  sales  amounted  to  about  26,600  bales. 

Egyptian  cotton  had  greater  elasticity,  was  more  silky,  and  of 
a  darker  color  than  the  best  grades  of  American  cotton.  Its 
principal  use  was  for  yarns  and  fabrics  requiring  great  strength. 
It  was  packed  in  tightly  compressed  bales  weighing  750  pounds; 
hence,  less  storage  space  was  required  than  for  American  cotton. 
It  was  less  susceptible  to  damage  from  moisture.  Egyptian  ex- 
porters who  purchased  the  cotton  from  the  growers  sorted  it  into 
well-standardized  grades.  These  grades  were  recognized  both  by 
American  importers  and  by  mills.  The  Egyptian  cotton  crop 
began  to  come  on  the  market  in  September  and  was  received  m 
the  United  States  in  October. 

From  the  monthly  prices  of  Egyptian  and  American  cotton 
from  1919  to  1924,  as  shown  in  Table  1,  it  was  apparent  thai 
the  prices  of  Egyptian  cotton  in  the  years  1921,  1922,  and  1923 
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Table  i 
Kleber  Cotton  Company 
Comparative  Prices  of  Egyptian  and  American  Cotton- 

1919-1024* 


1010 

1920 

1921 

American 

American 

Egyptian 

Upland 

Egyptian 

Upland 

Egyptian 

American 
Upland 

Month 

Sakel 

Midland, 

Sakel 

Midland. 

Sakel 

N.  Y. 

Id  1 IVI  t 

N.  Y. 

Cents  per 

Cents  per 

Cents  per 

Cents  per 

Cents  per 

Cents  per 

Pound 

Pound 

Pound 

Pound 

Pound 

Pound 

January 

29  10 

133  53 

3926 

32.41 

16.63 

February 

26.27 

151.45 

38.77 

20.40 

13  44 

March 

2768 

145  41 

41  ao 

32.41 

11.74 

April 

28.82 

I45  90 

42  30 

3i  25 

12.  14 

May 

30.58 

III. 57 

4i  25 

26  86 

13.84 

June 

32.96 

97  44 

3927 

2787 

12.00 

July 

58  06 

35-33 

108 . 04 

4120 

31  25 

August 

32. 10 

IOO.97 

36.23 

33  12 

13.41 

September 

40  ia 

30.60 

83  30 

30.07 

59  07 

13  79 

October 

65  33 

34  78 

68.91 

22.60 

41  65 

19  95 
19  63 

November 

79  77 

39  40 

35  34 

18.81 

40.08 

18.01 

92.64 

39  19 

30.29 

IS- 58 

4261 

18.30 

January 

February 

March 

April 

May 

June 

July 

August 

September 

October 

November 

December 


1922 


32.31 
36.35 
36.05 
3524 
3796 
38.13 
36.40 
35  29 
32.36 
33.97 
3504 
33  93 


1794 
1790 
18.31 
18.06 

30. 75 
33.10 
33.27 
21.86 
3135 

32.73 

35  64 
35  65 


1923 


34  53 
33  12 
33-55 
32.90 
32.06 
30.83 
30.63 
33  30 

35  65 
35  34 
50.84 
45-79 


37  55 
38.63 
39  55 
38.88 
37  98 
38.52 
26.22 
25.30 
39.06 
30.06 

34  73 

35  95 


1934 


45  O 

44  5 
390 
410 
454 
43-5 
41  o 
46.0 
41  5 


35  35 
34  OO 
28.  15 
30.60 
30.30 
39  •  55 
39-75 
31  10 
35.6s 
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were  higher  at  the  end  than  at  the  beginning  of  the  calendar 
year. 

The  Kleber  Cotton  Company  purchased  from  15  to  20  grades 
°t  Egyptian  cotton  from  an  English  merchant,  located  in  Egypt 
who  purchased  cotton  from  the  growers.  The  English  company 
sow  the  cotton  m  the  United  States  only  through  the  Kleber 
charT  ^T"1?  and  in  otl*r  foreign  countries  through  mer- 

pSS.'S0  .•  SimIlar  eXClUSive  Privileges-  Prices  of  cotton  fa 
Hounds  sterling  as  quoted  on  the  Egyptian  Cotton  Exchange 
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were  cabled  daily  by  the  English  company.  After  it  had  con- 
verted this  price  to  dollars  and  added  its  profit,  varying  from 
one-quarter  to  one-half  a  cent  a  pound,  the  Kleber  Cotton  Com- 
pany quoted  its  selling  price  daily  to  customers  either  by  mail 
or  telephone.  When  the  company  forwarded  orders  as  large  as 
ioo  bales  of  one  grade  of  cotton  to  the  English  company,  several 
days'  delay  in  shipment  occurred;  this  was  because  it  was  nec- 
essary for  the  English  company  to  fill  prior  orders  or  because  of 
the  difficulty  of  securing  immediately  a  large  shipment  of  one 
grade.  From  four  to  six  weeks  were  required  for  transportation 
from  Egypt  to  the  United  States.  The  Kleber  Cotton  Company 
maintained  a  representative  in  London  who  received  funds  from 
the  company's  main  office  to  pay  for  the  purchases  of  cotton, 
usually  within  90  days  from  the  date  of  shipment.  This  repre- 
sentative also  made  the  arrangements  for  shipping  the  cotton. 

The  Kleber  Cotton  Company  always  had  maintained  the  pol- 
icy of  purchasing  cotton  only  against  the  orders  of  its  customers. 
In  1924  the  executives  were  considering  a  change  from  this  pol- 
icy to  purchasing  for  stock.  Some  of  the  executives  believed  that 
greater  profits  could  be  obtained  from  the  increase  in  inventory 
values,  that  the  policy  could  aid  them  in  competition  with  other 
merchants,  and  that  the  needs  of  the  company's  customers  would 
be  cared  for  better  in  this  way. 

Most  small  importing  companies  that  sold  Egyptian  cotton 
were  purchasing  cotton  before  they  received  orders  for  it  from 
their  customers.  Most  of  these  companies  also  sold  American 
cotton  and  sometimes  other  merchandise.  Between  192 1  and 
1923,  two  large  importers  in  Egyptian  cotton  adopted  the  policy 
of  purchasing  only  for  stock.  In  the  opinion  of  the  Kleber  Cot- 
ton Company,  these  importers  could  sell  cotton  at  a  larger  profit 
than  those  companies  which  imported  only  against  order. 

Because  these  importers  had  been  quoting  lower  prices  than 
the  Kleber  Cotton  Company,  the  executives  estimated  that  sales 
of  from  2,500  to  5,000  bales  annually  had  been  lost  to  competi- 
tors from  192 1  to  1924.  Importers  who  speculated  in  Egyptian 
cotton  did  not  do  so  in  all  grades  because  they  could  not  estimate 
the  grades  which  their  customers  would  use  and  could  not  afford 
to  purchase  a  large  quantity  of  all  grades.  Their  stocks  consisted, 
therefore,  of  three  or  four  grades  which  had  marked  differences. 
These  importers  attempted  to  induce  their  customers  to  pur- 
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chase  the  grade  nearest  to  the  specific  one  which  was  desired. 

Prior  to  192 1,  American  mills  estimated  their  annual  require- 
ments of  Egyptian  cotton  at  the  beginning  of  each  year.  They 
purchased  cotton  during  the  year  in  large  quantities,  although  not 
so  large  as  to  cause  an  increase  in  the  price  which  they  had  to 
pay*  They  usually  purchased  for  four  to  six  weeks'  future  deliv- 
ery. From  192 1  to  1924  there  had  been  an  increasing  tendency 
for  mills  using  Egyptian  cotton  to  purchase  in  smaller  quantities, 
at  frequent  intervals,  as  the  cotton  was  needed  for  manufacture. 
Approximately  10%  of  requests  for  cotton  received  by  the  Kle- 
ber Cotton  Company  were  for  immediate  delivery.  These  orders 
were  usually  for  five  or  ten  bales  and  could  not  be  filled  by  the 
company.  Mills  usually  paid  slightly  higher  prices  for  immedi- 
ate delivery  on  Egyptian  cotton  if  they  desired  a  particular  grade 
in  a  quantity  so  large  that  it  became  necessary  to  procure  it  from 
importers  from  whom  they  usually  had  not  purchased. 

The  question  for  the  company  to  decide  was  whether  the  specu- 
lative risk  incurred  was  too  great  to  be  undertaken  by  a  con- 
servative importer  of  Egyptian  cotton,  in  spite  of  the  fact  that 
better  service  might  be  given  to  customers  and  higher  profits 
made  by  purchasing  in  advance. 

Should  the  Kleber  Cotton  Company  have  changed  its  policy  of 
purchasing  only  against  order? 

3.  Lorenz  Company 

DECISION  OF  A  COCOA  IMPORTING  COMPANY  TO  IMPORT 

CRUDE  RUBBER 

The  Lorenz  Company  was  organized  in  192 1  to  import  and 
market  cocoa  beans  directly  to  cocoa  and  chocolate  manufactur- 
ers. Between  192 1  and  1923  the  company  was  not  successful  in 
developing  a  profitable  business,  although  it  had  not  incurred  an 
actual  loss.  In  the  spring  of  1923  a  new  general  manager  took 
cnarge  of  the  company.  The  new  manager,  in  addition  to  his 
experience  in  the  importation  and  marketing  of  cocoa,  had  nearly 
10  years'  experience  in  the  importation  of  crude  rubber.  Because 
0*  his  experience,  he  suggested  that  the  Lorenz  Company  import 
crude  rubber  also. 

Although  the  cocoa  formerly  had  been  sold  directly  to  manu- 
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facturers,  the  new  manager  intended  to  change  the  method  of 
distribution  and  to  sell  cocoa  through  brokers.  The  two  prod- 
ucts could  be  sold  through  brokers  without  increasing  the  direct 
or  indirect  charges.  The  importation  of  crude  rubber  thus  would 
decrease  the  amount  of  indirect  expense  chargeable  to  the  cocoa 
business.  The  new  manager  believed  that  the  importation  of 
rubber  would  be  profitable  because  not  one  of  nearly  120  import- 
ers of  crude  rubber  in  the  United  States  was  located  in  the  terri- 
tory of  the  Lorenz  Company.  Normally  the  annual  consumption 
of  crude  rubber  in  the  territory  in  which  the  Lorenz  Company 
expected  to  sell  was  30,000  tons.  The  demand  was  supplied  by 
a  broker  in  the  largest  city  of  the  territory  and  by  brokers  in 
New  York.  One  large  consumer  in  the  territory  purchased  rubber 
directly  from  Singapore. 

The  prospects  for  immediate  profits,  however,  were  not  great 
because  of  the  unsteady  prices  of  rubber  in  the  United  States. 
Although  this  condition  had  existed  since  1920,  there  had  been 
some  improvement  in  the  latter  part  of  1922  and  the  early  part 

of  I923-1 

If  the  company  should  decide  to  be  prepared  to  ship  from 
stock,  it  was  necessary  for  it  to  hold  a  stock  of  from  200  to  300 
tons  of  crude  rubber.  To  hold  stocks  of  rubber  in  1922  and  even 
in  1923  was  attended  with  risk  because  the  market  was  specula- 
tive and  frequently  wide  fluctuations  occurred  within  a  single 

*Tht  average  annual  price  per  pound  of  rubber,  as  it  was  compiled  by  the 
Journal  of  Commerce  from  the  average  of  one  price  daily  of  Plantation,  He vea, 
Smoked  Sheets,  Ribbed  Standard  quality,  at  New  York,  had  fluctuated  as  follows: 

Year  Cents  Year  Cents 

1917  72.3  1920  363 

1918  60.2  1921  164 

1919  48-7  x7-6 

Selected  monthly  quotations  were  as  follows: 

1922  Cents  1923  Cents 

January  192  January  32.7 

June  14-9  June  27,3 

December  27.5 

The  imports  of  crude  rubber  in  the  United  States,  according  to  the  Department 
of  Commerce,  Bureau  of  Foreign  and  Domestic  Commerce,  had  fluctuated  as 
follows: 

Year  Pounds 

1921  415,000,000 

1922  674,000,000 


Year 

Pounds 

1918 

326,000,000 

1919 

S3S,ooo,ooo 

1920 

566,000,000 
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day.  On  some  days  it  was  impossible  to  determine  the  market 
price  of  the  product.  Partial  protection  against  fluctuation  could 
be  secured  by  selling  short  on  the  exchange.  On  the  other  hand, 
the  company  could  carry  stocks  of  about  50  tons  and  fill  part  of 
the  orders  by  rubber  which  would  be  shipped  by  a  foreign  ex- 
porter upon  receipt  of  a  cablegram  order  from  the  Lorenz  Com- 
pany. It  might  carry  no  stocks  and  fill  all  orders  by  cablegrams. 
If  this  latter  policy  were  adopted,  the  company  would  lose  those 
orders  which  required  immediate  fulfilment. 

When  the  company  was  organized,  it  was  necessary  to  send 
a  representative  to  South  America  to  establish  relations  with  re- 
sponsible producers.  In  the  rubber  industry,  however,  through 
the  associations  of  rubber  dealers  and  rubber  merchants,  it  was 
possible  to  secure  the  names  of  shippers  who  wished  to  export 
rubber  to  the  United  States.  Such  associations  were:  the  Rubber 
Growers'  Association,  with  headquarters  in  London,  an  associa- 
tion consisting  of  rubber  growers  and  owners;  the  Rubber  Trade 
Association,  an  association  consisting  of  rubber  dealers  in  Lon- 
don; and  the  Singapore  Chamber  of  Commerce  Rubber  Dealers' 
Association,  an  association  consisting  of  those  in  Singar.  )ore  xn— 
terested  in  the  rubber  industry.  Membership  in  one  of  these 
organizations  indicated  a  degree  of  responsibility.  Although  mem- 
bership was  not  restricted  except  as  the  name  implied,  members 
were  required  to  maintain  the  organization's  standard  as  to  quali- 
ties and  terms  and  methods  of  payment.  Further  information 
concerning  the  financial  strength  of  a  shipper  could  be  obtained 
through  American  banks.  Information  concerning  his  reliability 
could  be  had  by  interviews  with  American  importers  who  had  had 
relations  with  him. 

It  was  desirable  to  establish  relations  with  rubber  dealers  in 
Singapore,  in  London,  and  in  New  York,  for  frequently  the  prices 
quoted  in  these  ports  differed.  Differences  were  caused  by  the 
relation  between  the  demand  for  and  the  quantity  of  rubber  in 
Port  upon  the  particular  date.  Deliveries  could  be  made  from 
Singapore  in  60  days  and  from  London  in  14  days.  It  was  not 
necessary  for  the  company  to  import  from  Brazil,  because  little 
Brazilian  rubber  was  used  in  the  territory  in  which  the  company 
would  sell.  The  chief  demand  for  rubber  in  this  territory  came 
from  manufacturers  of  rubber  footwear,  rubber  hose,  and  rubber 
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insulation  material,  together  with  general  rubber  products.  Most 
of  these  consumers  demanded  plantation  rubber. 

In  the  rubber  industry,  it  was  customary  for  the  importer  to 
establish  credit  with  a  bank  in  the  country  of  the  exporter.  The 
exporter  could  draw  against  this  credit  upon  presentation  of  the 
bills  of  lading  to  the  bank.  Thus,  the  exporter  received  payment 
for  his  merchandise  at  the  time  of  shipment.  The  importer  de- 
pended upon  the  honesty  of  the  exporter  for  the  quality  of  the 
merchandise  which  he  shipped,  because  the  bank  took  only  the 
responsibility  of  comparing  the  quantity  ordered  by  the  Ameri- 
can importer  with  that  specified  in  the  bills  of  lading.  The  Lorenz 
Company  financially  was  able  to  establish  the  necessary  credits  in 
foreign  countries. 

Although  the  general  manager  recognized  that  the  company 
could  vot  expect  to  make  large  profits  within  the  first  year  or  two, 
the  experience  which  the  company  would  obtain,  together  with 
the  reputation  which  it  would  establish  among  consumers  of  rub- 
ber, would  be  of  value  after  conditions  became  normal.  Because 
prices  of  rubber,  however,  were  unstable  it  would  be  unwise  for 
the  company  to  carry  large  stocks.  During  its  initial  experience, 
the  company  decided  to  buy  only  after  the  order  was  received. 
In  accordance  with  this  decision,  relations  were  established  at 
once  with  rubber  exporters  in  Singapore,  London,  and  New  York. 


4.  Southave  Company 

A  WOOL  BROKER  AS  EXCLUSIVE  SELLING  AGENT  FOR 

FOREIGN  MERCHANTS 

In  1 9 19  the  Southave  Company,  a  Boston  wool  brokerage  com- 
pany, considered  establishing  mutually  exclusive  agency  relations 
with  a  wool  merchant  in  Buenos  Aires.  The  Southave  Company 
conducted  a  brokerage  business  in  both  foreign  and  domestic 
wools.  It  was  exclusive  agent  in  the  United  States  for  a  mer- 
chant in  Australia,  in  New  Zealand,  and  in  South  Africa.  The 
company  filled  orders  for  South  American  wool  indirectly  through 
local  American  brokers  and  merchants  in  the  United  States.  Dur- 
ing the  World  War  purchases  in  South  America,  which  previously 
had  been  less  than  4,000,000  pounds  annually,  increased  to  be- 
tween 10,000,000  and  15,000,000  pounds  annually. 
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The  Southave  Company  was  satisfied  with  its  agency  relations 
in  the  other  foreign  primary  markets.   The  agency  agreements*! 
were  in  the  form  of  "gentlemen's  agreements,"  arranged  through 
correspondence  and  through  personal  conversations  of  represen- 
tatives of  the  company  who  had  visited  the  foreign  markets.  The 
company  believed  that  formal  contracts  with  the  foreign  mer- 
chants were  not  of  great  value,  since  legal  enforcement  of  con- 1 
tracts  in  foreign  countries  was  both  difficult  and  expensive.  A  few  * 
competitors  who  acted  as  exclusive  agents  used  written  contracts 
which  provided  for  the  conditions  of  sales,  limits  of  territories, 
commissions,  arbitrations  of  disputes,  liabilities  of  the  parties, 
and  cancelation  notices  by  either  party. 

The  Southave  Company's  agency  relations  with  brokers  in  pri-  { 
mary  markets  were  all  mutually  exclusive;  for  example,  the  com- 
pany  filled  orders  for  Australian  wool  only  through  one  Australian 
merchant,  who  in  turn  offered  wool  in  the  United  States  only  to 
the  Southave  Company.    The  foreign  merchant,  however,  had 
similar  agents  in  other  consuming  countries,  and  the  Southave 
Company  acted  as  agent  for  merchants  in  other  wool  producing 
countries.  Whenever  the  foreign  merchant  made  sales  directly  to  1 1 
American  buyers,  the  Southave  Company  received  the  regular  j  I 
commission,  even  though  it  had  not  conducted  the  sale.  The 
brokers'  commissions  were  paid  by  the  foreign  merchant  at  a  pre- 
arranged rate,  usually  2%.   The  company  executed  orders  for 
mills,  local  merchants,  and  other  brokers.  ^ 
X    There  were  certain  disadvantages  in  the  exclusive  arrangement. 
A  broker  not  an  exclusive  agent,  could  offer  its  customers  a  wiser  * 
selection  since  he  could  purchase  wool  at  the  lowest  quotations 
from  many  sources,  and  would  not  be  limited  to  any  one  mer- 
chant's stock  in  securing  quotations  on  any  grade  demanded. 

The  company,  however,  believed  that  mutual  advantages  ex- 
isted m  an  exclusive  agency  relationship.  Under  an  agency  agree- 
ment, the  Southave  Company  received  the  only  offer  to  a  United 
states  broker  of  desirable  lots  of  wool  obtainable  by  the  foreign 
merchant.  It  thus  was  often  in  a  position  to  quote  below  com- 
petitors' prices,  because  the  foreign  merchant  quoted  at  the  open 
market  price  or  below.  Since  the  Southave  Company  was  the 
only  broker  offered  a  lot  of  wool  by  the  merchant,  it  had  an  ad- 
vantage as  compared  to  a  broker  who  had  to  compete  for  a  single 
«*  with  numerous  brokers.  The  exclusive  relationships  had  en- 
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abled  the  foreign  merchant  better  to  understand  the  grades  and 
qualities  needed  to  meet  the  demands  of  the  broker's  customers. 
7  It  was  an  advantage  to  the  foreign  merchant  to  have  a  represen- 
tative in  the  United  States  market  who  would  give  reliable  infor- 
mation on  conditions  and  build  up  orders  for  its  wool.  Although 
the  sale  of  a  given  grade  of  wool  usually  was  made  by  the  seller 
who  offered  the  wool  at  the  lowest  price,  the  buyer  was  influenced 
by  good-will  which  had  been  built  up  for  the  wool  of  those  mer- 
chants whose  grades  and  deliveries  could  be  relied  upon. 

The  foreign  merchant  often  sent  large  lots  of  wool  on  consign- 
ment  to  the  Southave  Company  after  they  had  obtained  the  com- 
pany  s  confidential  advice  on  the  probable  trend  of  the  market. 
The  shippers  required  no  advance  payment  from  the  Southave 
Company  on  consignments.  If  the  market  became  unfavorable 
before  the  wool  arrived  or  was  sold,  the  company  advised  recon- 
signment  to  a  more  favorable  foreign  market. 

The  company  never  purchased  on  its  own  account.  It  preferred 
to  do  a  strictly  brokerage  business  to  avoid  speculative  risks  and 
capital  investments.  By  giving  its  customers  the  full  benefit  of 
prices,  the  company  was  able  to  gain  their  confidence.  The  for- 
eign merchant,  too,  thus  was  assured  that  the  company  was  not 
taking  an  extra  profit  above  its  commission.  Any  advantage 
offered  in  price  would  stimulate  sales  in  the  United  States.  For 
consigned  shipments,  it  was  illegal  to  retain  the  margin  between 
the  actual  sale  price  and  the  minimum  price  limit  set  by  the  con- 
signor, thus  to  take  both  the  commission  and  a  profit  on  the  sale. 

While  inadequate  stocks  of  a  single  merchant  in  a  foreign  coun- 
try might  prevent  the  Southave  Company  from  filling  the  require- 
ments of  its  customers,  nevertheless,  the  grade  desired  by  its  cus- 
tomers usually  could  be  secured  by  the  merchant  at  the  auctions 
in  Australia  and  New  Zealand.  There  were  no  such  auction  sales 
in  South  America,  however.  In  Buenos  Aires,  wool  was  sold  by 
merchants  and  growers  at  a  large  central  market.   In  Monte- 
video, wool  was  marketed  by  private  sales  at  numerous  individual 
warehouses.  The  lack  of  auctions  made  it  difficult  for  a  South 
American  merchant  to  meet  requirements  for  those  grades  of  wool 
which  he  did  not  have  in  stock.  There  were  few  real  brokers  in 
South  America.   Even  those  who  claimed  to  be  brokers  usually 
made  a  practice  also  of  purchasing  on  their  own  account. 
During  the  World  War,  when  South  American  purchases  of  the 
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company  were  increasing,  the  company  had  difficulty  in  meeting 
some  of  the  requirements  of  its  customers  when  it  followed  its 
usual  method  of  executing  orders  for  South  American  wool  indi- 
rectly through  merchants  or  brokers  in  the  United  States.  The 
extra  commission  to  another  broker,  furthermore,  often  made  it 
necessary  for  the  company  to  lower  its  regular  commission  or  to 
charge  a  commission  to  the  buyer  instead  of  to  the  seller.  In  pur- 
chases made  from  merchants  it  was  a  customary  practice  for  the 
seller  to  pay  the  broker's  commission,  and  this  was  included  in 
the  quotation  to  the  buyer.  When  the  company  purchased 
through  another  broker,  however,  the  quotation  which  it  received 
included  the  other  broker's  commission.  To  collect  a  commission 
the  Southave  Company  found  it  must  either  bargain  with  the 
other  broker  for  a  share  of  the  commission  or  charge  the  buyer  a 
commission.  While  buyers  usually  were  willing  to  pay  this  com- 
mission for  the  service  rendered  by  the  broker  in  securing  the 
wool  desired,  they  resented  a  double  brokerage  charge. 

The  company  estimated  that  the  market  for  South  American 
wool  would  continue  larger  than  the  pre-war  market.  Buyers 
from  mills  were  acquainted  with  the  grades  offered,  and  South 
American  merchants  had  learned  what  merchants  in  the  United 
States  demanded.  Because  its  policy  of  exclusive  agency  rela- 
tionship had  been  successful  in  other  primary  markets,  and  be- 
cause it  believed  that  the  same  advantage  would  exist  in  South 
America,  the  company  decided,  in  191 9,  to  act  as  exclusive  agent 
as  soon  as  a  suitable  merchant  could  be  found.  In  accepting  an 
exclusive  agency,  the  company  considered  the  dependability  of 
the  foreign  merchant,  his  information  in  regard  to  the  customs 
and  demands  in  the  United  States,  and  the  adequacy  of  his  organ- 
ization for  purchasing  and  grading  wool. 

In  1920  the  Southave  Company  was  informed  through  its  bank 
of  an  opportunity  to  become  exclusive  agent  for  a  newly  estab- 
lished Argentine  wool  merchant.  Members  of  this  new  company 
were  thoroughly  acquainted  with  the  buying  of  Argentine  and 
Uruguay  wool  and  understood  the  demand  of  mills  in  the  United 
States.  One  of  the  members  had  been  in  the  United  States  sev- 
eral times  and  had  worked  in  mills  there.  The  reputation  and 
financial  standing  of  the  new  company  were  high  and  it  was  build- 
"Jg  up  an  excellent  organization  for  buying  in  both  Argentina  and 
Uruguay. 


Should  the  company  arrange  for  exclusive  representation  with 
the  South  American  merchant? 

5.  Morden  Importing  Company 

ACCEPTANCE  OF  IMPORTED  HIDES  ON  CONSIGNMENT 

BY  A  BROKER 

The  Morden  Importing  Company  was  organized  in  Philadel- 
phia in  1900,  for  the  purpose  of  importing  hides,  skins,  and  tan- 
ner's materials.  It  acted  as  an  exclusive  sales  agent  for  hides  and 
skins  on  a  brokerage  basis  for  exporting  companies  in  Calcutta, 
Stockholm,  Buenos  Aires,  Yokohama,  and  other  important  cen- 
ters. Exclusive  agency  contracts  gave  to  the  Morden  Importing 
Company  exclusive  territories,  limited  to  certain  sections  of  the 
United  States  or  for  the  entire  United  States  according  to  volume 
of  sales  of  the  different  materials.  The  company  agreed  not  to 
sell  other  hides  and  skins  of  the  kind  sold  by  the  exporter  it 
represented. 

Among  other  tanning  materials,  the  Morden  Importing  Com- 
pany sold  tanner's  sumac,  which  was  used  for  bleaching  purposes. 
Since  tanners  increasingly  demand  sumac  on  spot  delivery,  the 
company  undertook  the  importation  of  this  material  on  its  own 
responsibility  as  a  merchant.  Sumac  was  sold  to  tanners  from 
stock  in  Philadelphia.  The  company  had  built  up  a  reputation 
as  a  merchant  in  sumac  in  the  eastern  part  of  the  United  States. 
The  average  order  for  sumac  in  1903  was  1,200  tons,  but  as  the 
demand  for  kid  shoes  decreased  gradually,  requirements  of  sumac 
were  reduced  until,  in  1923,  the  average  order  was  for  150  tons. 
Most  of  the  imported  from  Sicily  through  the  port 

of  Palermo. 

In  1923,  foreign  exporters  of  hides,  skins,  and  tanner's  mate- 
rials more  frequently  were  requesting  the  company  to  accept 
shipments  on  consignment  for  sale  on  commission  instead  of  as 

Mr  O 

an  exclusive  agent  on  a  brokerage  basis,  or  as  a  merchant. 

As  a  broker,  the  Morden  Importing  Company  received  notifi- 
cation  from  companies  in  foreign  markets  to  sell  a  specified  quan- 
tity of  hides,  or  received  requests  from  American  customers  to 
buy  a  specified  type  and  quantity  of  hides.  The  company  made 
the  necessary  connections  between  vendor  and  buyer,  received 
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approval  of  both  parties  as  to  terms,  collected  from  the  buyer  the 
selling  price,  deducted  a  brokerage  which  varied  from  1%  to  2%, 
according  to  the  distance  and  cable  charges  involved,  and  placed 
the  balance  to  the  creditor  of  the  seller.  Beyond  these  functions, 
any  duties  performed  by  the  Morden  Importing  Company,  such 
as  attention  to  prompt  forwarding  of  materials  from  Philadelphia, 
were  a  matter  of  service  to  American  customers. 

As  an  import  merchant  of  sumac,  the  Morden  Importing  Com- 
pany bought  outright  from  exporters  at  Palermo,  usually  on  a 
c.i.f.  basis.  Payment  was  by  sight  draft  under  a  letter  of  credit, 
payable  at  Palermo  on  presentation  of  shipping  papers.  Although 
the  company,  in  1923,  usually  bought  after  receiving  specific 
orders,  it  had  to  carry  stock  for  occasional  rush  demands.  One 
instance,  in  1923,  typified  the  difficulties  met  in  merchandising 
sumac.  The  company  contracted  to  deliver  500  tons  of  sumac  at 
$52.  Sumac  was  ordered  at  $22  f.o.b.  vessel,  Palermo.  An  initial 
shipment  of  50  tons  was  received.    Before  the  second  delivery 
was  made,  the  market  price  in  the  United  States  rose  from  $52 
to  $72.   The  exporting  company  notified  the  manager  that,  be- 
cause of  infrequency  of  sailings,  it  was  impossible  to  make 
regular  shipments,  and  the  same  excuse  was  given  when  other 
shipments  during  a  period  of  six  months  were  delayed.   In  No- 
vember the  market  price  of  sumac  had  risen  to  $82,  and  the 
Morden  Importing  Company  in  order  to  meet  its  contract  was 
forced  to  purchase  at  higher  prices  than  the  agreed  sales  price 
of  $52. 

As  a  broker,  the  company  had  an  assured  income  with  expense 
only  for  an  office,  a  small  office  force,  and  a  sales  force.  Sales 
were  limited,  however,  to  the  volume  which  happened  to  be  offered 
by  sellers  or  requested  by  buyers,  since  all  the  company  did  was 
to  bring  about  an  agreement  between  vendor  and  buyer  and  at- 
tend to  the  payment  of  bills.  As  a  merchant,  it  was  possible  for 
the  company  to  make  higher  profits  on  a  transaction  than  could 
secured  on  a  brokerage  or  consignment  basis.  On  sumac,  the 
mark-up  approximated  100%  on  cost.  Investment  in  stock  was 
involved,  however,  and  there  was  the  constant  likelihood  of  heavy 
'osses  as  in  the  instance  mentioned. 

The  trade  in  goat  and  kid  skins  from  India  also  exemplified 
conditions  to  be  met  by  importers  in  the  United  States.  Skins 
ere  bought  from  traveling  native  collectors  by  export  companies 
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in  Calcutta,  or  by  intermediate  collectors  who  sold  to  such  ex- 
porters. The  Morden  Importing  Company  arranged  to  represent 
as  a  broker  on  a  percentage  basis  only  export  companies  which 
had  a  sound  reputation  for  conformance  to  quality,  and  for  stand- 
ardized classification  and  specification  of  hides.  In  isolated  in- 
stances, hides  had  been  accepted  on  consignment  from  other 
vendors,  but  the  manager  had  noted  either  that  the  exporters  were 
billing  at  more  than  the  current  market  rate,  or  that  the  price 
quoted  was  intended  merely  as -a  starting  figure  on  the  basis  of 
which  the  Morden  Importing  Company  as  a  commission  agent 
was  expected  to  bargain.  This  was  an  embarrassing  procedure 
which  the  company  did  not  desire  to  follow. 

The  manager  occasionally  had  been  notified  of  shipments  of 
sumac  on  consignment  from  new  exporters  without  previous  cor- 
respondence. In  one  such  instance  the  exporter  was  an  agent  of 
American  typewriters,  and  in  another  instance  was  the  owner  of 
an  organization  for  the  exportation  of  citrus  fruit.  These  evi- 
dently were  attempting  to  dispose  of  material  upon  which  they 
hoped  to  make  a  large  profit  and  had  shipped  to  the  Morden 
Importing  Company  because  it  was  known  to  buy  such  materials. 
If  the  company  adopted  a  policy  of  accepting  shipments  on  con- 
signment, repetitions  of  this  practice  of  dumping  were  likely  to 

If  the  company  undertook  sales  on  consignment,  the  custom  in 
foreign  trade  demanded  that  approximately  70%  of  the  cost  of 
material  be  advanced  upon  acceptance  of  the  consignment.  Com- 
missions averaged  5%  on  selling  price.  No  additional  sales  force 

beyond  that  employed  for  brokerage  of  hides  and 
sales  of  tanning  materials.  The  same  attention  had  to  be  given, 
however,  to  customs  details,  warehousing,  and  forwarding,  as  was 
required  when  the  company  acted  as  a  merchant.  On  lines  dis- 
tributed upon  the  exclusive  agency  basis  the  company  could  not 
undertake  sales  of  consigned  merchandise  on  a  commission  basis. 
The  Morden  Importing  Company  had  retained  only  these  export- 
ers upon  whom  it  found  it  could  rely.  The  acceptance  of  ship- 
ments on  consignment  indiscriminately  was  likely  to  injure  the 
company's  reputation  for  selling  materials  of  fine  quality.  Fur- 
thermore, if  the  company  occasionally  refused  shipments,  its  repu- 
tation for  reliability  among  foreign  firms  might  be  affected. 

Credit  investigation  was  slow  and  usually  was  undertaken  only 
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through  banks  with  foreign  correspondents.  The  difficulty  already 
encountered— namely,  that  foreign  exporters  did  not  state  the 
actual  price  at  which  they  were  willing  to  dispose  of  material — 
was  ingrained  in  the  trade.7  Customers,  moreover,  were  likely  to 
ask  whether  prices  quoted  by  the  company  were  on  the  broker- 
age, consignment,  or  merchant  basis.  The  greatest  profit  was 
possible  on  a  merchant  basis;  the  percentages  obtainable  as  a 
broker  were  less  than  those  obtainable  on  a  consignment.  If  the 
sales  were  made  on  a  consignment  basis,  the  customer  might  not 
be  assured  of  the  quality  furnished  by  the  company  as  a  mer- 
chant, or  might  not  be  assured  of  the  low  price  obtainable  by 
purchase  from  a  competing  broker.  In  either  instance  the  Mor- 
den Importing  Company  might  lose  customers.  On  the  other 
hand,  imports  on  consignment  could  be  made  from  an  almost  un- 
limited number  of  vendors  who  were  particularly  desirous  of 
securing  70%  of  total  payment  upon  acceptance  of  the  goods. 
The  policy  offered  a  middle  ground  between  an  assured  income 
as  a  broker,  and  high  profits  with  possibility  of  loss  as  a  mer- 
chant, and  also  a  middle  ground  in  regard  to  the  investment  of 
capital. 

The  company  had  acquired  the  reputation  for  reliability  in 
regard  to  selling  materials  of  fine  quality  at  satisfactory  prices, 
both  as  a  broker  and  as  a  merchant.  The  manager  did  not  believe 
that  the  possibility  of  increased  profits  could  outweigh  this  repu- 
tation. He  decided  not  to  accept  consigned  shipments  for  sale  on 
commission. 

6.   Harcourt  Company 

RETAINING  COMMISSION  CLAIMED  BY  WOOL  BROKER 

ON  RECONSIGNMENT 

In  December,  1923,  the  Harcourt  Company,  a  long  established 
company  of  Boston  wool  brokers,  was  asked  to  advise  on  a  con- 
signment to  Boston  of  about  1,000,000  pounds  of  wool  from  its 
representative  in  Montevideo.  Inasmuch  as  wool  prices  in  the 
United  States  were  rising  and  consumption  of  wool  by  domestic 
manufacturers  was  increasing,  the  Boston  broker  advised  im- 
mediate shipment.1  Arrangements  were  made  to  advance 
wo,ooo  on  the  consignment.    The  consignment  consisted  of 

*See  page  192  for  footnote. 
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about  60  lots  of  different  types  and  grades  ranging  from  2  bales 
to  200  bales  in  each  lot.  A  bale  weighed  about  1,200  pounds. 
Minimum  prices  set  by  the  Montevideo  merchant  ranged  be- 
tween 27  and  61  cents  a  pound  in  bond  at  Boston.  Each  lot 
had  a  different  quotation,  depending  on  grade,  estimated  shrink- 
age  when  scoured,  and  size  of  the  lot.2 

The  Uruguay  merchant,  however,  delayed  shipment  of  the 
wool  until  six  weeks  later  than  expected.  By  the  time  the  wool 
arrived  in  the  United  States  in  April,  1924,  the  demand  for 
foreign  wool  had  decreased,  because  prices  on  domestic  wool  had 
become  relatively  lower  than  the  cost  of  similar  grades  of  foreign 
wool  after  duty  was  paid.  Although  prices  on  some  grades  of 


1  See  page  191  for  footnote  reference. 
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merchant,  few  sales  were  being  made  at  the  quoted  prices.  Prices 
of  foreign  wool  held  in  bond  in  the  United  States  were  kept  higher 
than  domestic  prices  by  merchants  because  of  the  higher  level  of 
wool  prices  in  England,  rather  than  because  of  actual  sales  in  the 
Boston  market. 

The  broker  sold  only  4,000  pounds  within  the  price  limit.  Be- 
cause demand  in  England  was  active  and  because  prices  there 
were  relatively  higher,  the  broker  advised  reconsignment  of  the 
remainder  to  England.  Prices  in  England  had  been  rising  steadily 
and  it  was  expected  that  prices  at  the  opening  of  the  London 
auctions  on  May  6  would  range  higher  than  the  closing  prices  on 
April  1.  In  England  the  wool  was  sold  below  the  prices  stipu- 
lated by  the  Uruguay  merchant  but  at  a  price  nearly  3  cents 
higher  than  would  have  been  received  in  the  American  market. 
The  Boston  broker  was  reimbursed  for  the  $100,000  advanced 
plus  interest.  In  addition,  the  company's  usual  brokerage  com- 
mission of  2  %  was  paid.  About  three  months  later,  the  Uruguay 
merchant  requested  a  refund  of  one-half  the  commission.  The 
refund  requested  amounted  to  about  $5,000. 

The  Harcourt  Company  acted  as  exclusive  agent  in  the  United 
States  for  a  foreign  merchant  in  each  of  the  primary  markets  of 
Australia,  South  Africa,  London,  Argentina,  and  Uruguay.  An 
exclusive  agency  relationship  had  existed  with  the  Montevideo 
agent  for  10  years.  Sales  of  this  foreign  merchant  in  America 
had  averaged  approximately  4,000,000  pounds  a  year.  The  actual 
volume  varied  from  year  to  year,  depending  upon  the  conditions 
of  the  market  and  type  of  wool  demanded  by  American  mills. 
The  business  offered  by  the  Montevideo  merchant  did  not  exceed 
15%  of  the  total  business  of  the  broker. 
^  Sales  usually  were  executed  on  order,  but  consignments  some- 
times had  been  advised  when  the  market  seemed  favorable.  The 
last  previous  consignment  from  Montevideo  had  been  in  192 1. 
AH  former  Uruguay  consignments  had  been  disposed  of  in 
the  United  States  at  prices  above  the  limit  set  by  the  foreign 
merchant. 

In  previous  cases  of  reconsignment  for  other  foreign  merchants 
the  broker  had  received  his  full  commission,  regardless  of  the 
Prices  received  by  the  foreign  merchant  by  reconsignment.  The 
broker's  opinion  was  that  the  service  performed  in  studying  mar- 
ket conditions  and  in  advising  reconsignment  to  a  more  favorable 
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foreign  market  was  equivalent  to  making  the  sale.  There  was  no 
established  custom  in  the  trade  with  respect  to  commission  on 
reconsignment;  the  practice  depended  on  individual  relations  be- 
tween agent  and  principal.  A  few  brokers  who  acted  as  exclusive 
agents  for  foreign  merchants  sometimes  waived  or  reduced  their 
commission  when  it  was  evident  that  the  foreign  merchant  had 
lost  through  reconsignment.  The  broker  did  not  wish  to  refund 
one-half  of  the  commission  and  thus  establish  a  precedent  which 
might  cause  similar  requests  by  other  foreign  merchants  or  other 
concession  to  the  same  merchant.  Had  the  wool  been  shipped 
without  delay,  moreover,  it  could  have  been  sold  profitably  in 
the  American  market. 

Yet,  the  company  did  not  desire  to  take  substantial  risk  of 
losing  the  agency.  No  written  contract  existed  with  the  foreign 
company.  Written  contracts  for  exclusive  agency  relationships 
were  not  customary  in  the  wool  trade.  Reconsignments  were  not 
frequent  and  a  similar  situation  might  not  arise  again  for  several 
years.  The  Uruguay  merchant  claimed  that  similar  reductions  in 
commission  had  been  allowed  by  other  American  brokers  under 
parallel  circumstances  to  other  South  American  merchants  who 

Br 

had  exclusive  agents  in  the  United  States.  He  did  not  consider 
that  in  addition  to  a  loss  on  his  wool  he  also  should  pay  a  dupli- 
cate commission,  one  to  the  American  broker  and  another  to  the 
English  broker. 

Because  it  did  not  wish  to  set  a  precedent  contrary  to  its  cus- 
toms and  in  spite  of  the  risk  of  losing  the  good-will  of  the  South 
American  merchant,  the  Harcourt  Company  decided  to  retain  the 
commission,  giving  a  full  explanation  of  reasons  for  the  refusal 
to  refund  the  commission. 

7.   Brisbane  Wool  Company 

SPECIALIZATION  IN  ONE  TYPE  OF  RAW  MATERIAL  FOR  ONE 

TVTJTT    r»T?   TLiTTT  T 

The  Brisbane  Wool  Company,  a  long  established  company  of 
Boston  wool  merchants,  sold  about  90%  of  its  wool  to  large  New 
England  worsted  mills.  Sales  to  worsted  mills  usually  were 
made  through  mill  buyers  who  visited  the  merchants  in  Boston 
and  selected  the  lots  of  wool  to  meet  their  requirements.  The 


THE  IMPORT  MIDDLEMAN 


195 


remaining  10%  of  the  wool  was  sold  to  woolen  mills  by  traveling 
salesmen  or  to  other  merchants  who  specialized  in  wool  of  the 
grades  desired  by  woolen  mills.  The  company  usually  employed 
one  or  two  salesmen  to  sell  to  woolen  mills.  These  salesmen  also 
visited  the  smaller  worsted  mills. 

In  the  latter  part  of  1923,  when  both  the  woolen  and  the 
worsted  industries  were  in  a  period  of  inactivity  and  competition 
between  salesmen  for  the  woolen  mill  trade  was  unusually  keen, 
an  executive  of  the  company  suggested  that  in  order  to  curtail 
expenses  the  sales  force  be  discontinued  and  that  the  company 
confine  its  efforts  to  sales  in  large  lots  to  worsted  mills.  He 
believed  that  the  amount  of  money  spent  in  paying  expenses  of 
salesmen  who  sold  only  10%  of  the  product  was  disproportionate 
to  the  percentage  of  total  sales.  As  an  alternative,  however,  it 
was  suggested  by  another  executive  that  the  company  could 
increase  its  sales  force  to  about  six  men  and  attempt  to  develop 
the  woolen  mill  trade  into  a  position  of  greater  importance  to  the 
company. 

The  Brisbane  Wool  Company  purchased  and  sold  both  foreign 
and  domestic  wools.  It  had  permanent  buying  representatives  in 
the  principal  foreign  markets.  Foreign  wools  were  purchased  in 
those  grades  which  the  company  believed  would  be  in  demand 
by  the  worsted  mills.  Domestic  wools  usually  were  purchased  in 
an  ungraded  or  poorly  graded  condition  and  were  graded  and 
sorted  in  the  company's  own  warehouse.  Thus,  in  every  purchase, 
especially  of  domestic  wool,  there  was  a  quantity  of  wool  unsuited 
to  the  demand  of  the  worsted  trade. 

Woolen  mills  could  use  wool  of  shorter  staple  than  the  wool 
used  by  worsted  mills.  The  Brisbane  Wool  Company  ordinarily 
purchased  combing  wools  used  chiefly  in  making  worsted  yarn 
instead  of  the  shorter  fiber  clothing  wools,  consumed  by  woolen 
mills.  All  wools  in  the  process  of  combing  yielded  a  small  per- 
centage of  noils  or  short  fibers  that  were  used  by  woolen  manu- 
facturers. Length  of  fiber  alone,  however,  did  not  determine 
quality  in  the  price  of  wool,  since  the  fineness  of  the  fiber,  milling 
or  felting  properties,  and  spinning  qualities  of  the  wool  were 
factors  in  determining  its  use.  Woolen  mills  often  used  fine 
quality  short-fiber  wools  and  lamb  wools  in  the  manufacture  of 
women's  fancy  dress  goods,  while  worsted  mills  sometimes  used 
Poor  quality  long-fiber  wools  in  some  grades  of  worsted  cloth. 
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Under  modern  mill  practice,  some  clothing  wool  is  used  in  the 
worsted  process,  and  vice  versa. 

About  100  worsted  mills  took  90%  of  the  company's  wool  each 
year.  Salesmen  were  not  used  in  making  sales  to  these  mills.  The 
mill  buyers  preferred  to  visit  the  various  Boston  merchants,  look 
over  the  stocks  of  wool,  bargain  in  price,  and  purchase  lots  some- 
times as  large  as  from  200,000  to  300,000  pounds.  Often  sales 
were  made  by  telephone  quotation  or  by  personal  visits  to  the 
mills  by  a  member  of  the  company.  The  reputation  and  relia- 
bility of  the  Brisbane  Company  often  aided  in  making  sales  even 
at  slightly  higher  quotations  than  those  offered  by  competitors. 

Woolen  mills  were,  as  a  rule,  smaller  than  worsted  mills.  They 
usually  purchased  from  samples  shown  by  traveling  salesmen. 
Purchases  were  made  frequently  and  in  smaller  lots  than  pur- 
chases by  worsted  mills.  Orders  were  sometimes  as  small  as 
2,500  to  5,000  pounds.  Mills  were  scattered  so  widely  that  it 
was  necessary  to  furnish  salesmen  with  automobiles.  The  Brisbane 
Wool  Company  estimated  that  it  would  require  six  salesmen  to 
cover  adequately  the  New  England  woolen  mill  trade.  A  salesman 
could  make  about  four  calls  a  day  and  he  would  have  to  call  on 
each  mill  from  one  to  three  times  a  week.  The  average  salary 
of  a  salesman  was  $2,500  a  year,  and  the  annual  costs  per  sales- 
man, including  salary,  probably  would  total  about  $6,000.  A 
salesman  ordinarily  was  expected  to  sell  enough  wool  so  that  his 
entire  expenses  would  be  not  over  1  %  of  his  sales.  In  actual 
experience,  sales  per  salesman  varied  above  and  below  this  figure, 
depending  on  activity  in  the  woolen  textile  industry  and  com- 
petition  between  sellers. 

By  increasing  sales  to  woolen  mills  the  Brisbane  Wool  Com- 
pany might  be  less  affected  by  changes  in  style  from  worsteds  to 
woolens.  It  often  occurred  that  popularity  of  worsted  products 
resulted  in  a  decreased  demand  for  woolens*  converselv  activity 
in  the  woolen  industry  often  was  accompanied  by  slack  demand 
for  worsteds.  In  the  fall  of  1923  worsted  spindles  were  less  active 
than  woolen  spindles.1  The  company  purchased  wool  from  three 
to  nine  months  ahead  of  anticipated  demands  from  mills.  It  was 
the  function  of  the  merchant  to  buv  wool  during  the  clipping 
season  and  carry  it  until  purchased  about  six  months  later  by 
mills  for  manufacture.  When  the  wool  was  resold,  prices  might 

1  See  Daee  10?  for  footnote. 
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be  quite  different,  depending  on  style  changes  and  business  con- 
ditions. No  futures  market  in  wool  existed. 

The  Brisbane  Wool  Company  did  not  wish,  however,  to  rely 
upon  the  woolen  mills  except  as  a  market  for  those  grades  of 
wool  which  it  had  purchased  and  could  not  sell  advantageously 
to  worsted  mills.  It  had  found  that  small  woolen  mills  were 
sometimes  poor  credit  risks.  In  its  worsted  mill  trade,  the  com- 
pany had  had  only  one  serious  credit  loss  in  over  15  years.  The 
small  purchases  by  woolen  mills  increased  accounting  difficulties 
and  warehouse  details.  The  woolen  mills  were  often  more  par- 
ticular and  exacting  over  grades  than  were  the  large  worsted 
mills. 

Worsted  mills  which  purchased  in  large  lots  did  their  own 
combing  and  sold  the  noils  to  noils  merchants  or  to  woolen  mills, 
or  used  the  noils  in  woolen  mill  departments  of  the  same  com- 
pany. When  a  wool  merchant  employed  salesmen,  good-will 
usually  was  attached  to  the  salesmen  as  well  as  to  the  company 
represented.  Price  was  the  determining  factor  in  making  sales, 
but  salesmen  through  frequent  visits  often  established  friendly 
personal  relations  with  woolen  mill  buyers  or  treasurers.  The 
Brisbane  Wool  Company  wished  to  uphold  the  prestige  of  its 
name  in  the  wool  trade  through  dependability  of  grades  and 
through  personal  relations  between  its  executives  and  officials  of 
large  worsted  mills. 

1See  page  196  for  footnote  reference. 

Percentage  Activity  of  Woolen  and  Worsted  Machinery 

in  the  United  States* 
_JRatio  of  Machinery  Hours  That  the  Mills  Ran  to  Single-Shift  Capacity  Machinery  Hours) 
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It  was  necessary,  furthermore,  to  give  salesmen  visiting  woolen 
mills  responsibility  in  setting  prices.  No  fixed  sale  prices  could 
be  established  since  each  sale  was  made  on  a  bargaining  basis  in 
competition  with  other  salesmen.  When  competition  was  keen, 
it  was  not  unusual  to  find  as  many  as  15  salesmen  waiting  at  a 
single  mill.  Such  competitive  bidding  from  mill  to  mill  often 
made  prices  fluctuate.  Thus  individual  sales  frequently  were 
made  at  prices  below  the  ruling  market  quotation. 

If  the  company  should  not  sell  to  woolen  mills  it  could  sell 
the  10%  of  its  wool  not  suited  to  worsted  mills  to  merchants 
either  directly  or  through  brokers  by  quoting  about  2%  below  the 
current  market  price.  Merchants  paid  cash  in  10  days,  while 
mills  expected  terms  of  60  days  net.  Selling  to  merchants,  there- 
fore, reduced  credit  risk.  Merchants  were  easily  accessible,  and 
sales  expense  would  be  small.  Although  the  cost  of  selling  through 
salesmen  to  woolen  mills  averaged  in  the  long  run  about  1  %  of 
their  sales,  it  was  estimated  that  sales  to  merchants  at  2  %  below 
market  prices  would  be  justified  by  intangible  savings  in  reduced 
credit  risks  and  reduction  in  the  time  spent  by  executives  and 
employees  in  dealing  in  small  lots. 

The  company  decided  to  discontinue  its  sales  force  and  to  sell 
its  stock  of  wool  suitable  for  woolen  mills  to  merchants  at  about 
2  %  below  market  prices.  It  would  concentrate  its  efforts  on  the 
worsted  mill  trade. 


8.  Caddington  Cotton  Company 

SPECIALIZATION  IN  THE  IMPORTATION  OF  EGYPTIAN  COTTON 

The  Caddington  Cotton  Company,  cotton  merchants,  had  of- 
fices in  Boston  and  branch  sales  offices  in  three  large  New  England 
cotton  manufacturing  centers.  From  1910  to  1923  it  had  im- 
ported annually  from  Egypt  10%  of  its  cotton.  In  the  fiscal  year 
ending  July  31,  1923,  it  sold  5,000  bales  of  Egyptian  cotton.  In 
October,  1923,  it  considered  the  employment  of  an  English  speci- 
alist in  Egyptian  cotton,  so  that  it  might  expand  its  importing 
business.  The  larger  part  of  the  Egyptian  cotton  which  was  in.- 
ported  into  the  United  States  was  used  by  cotton  mills  in  the 
manufacture  of  fabrics  for  automobile  tires;  a  small  quantity 
was  used  in  the  manufacture  of  certain  kinds  of  thread. 
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The  relations  which  the  Caddington  Cotton  Company  had 
established  with  an  Alexandrian  cotton  merchant,  when  it  first 
imported  Egyptian  cotton,  were  satisfactory  and  had  been  con- 
tinued. A  disadvantage  of  importing  Egyptian  cotton  through  an 
Alexandrian  correspondent  was  that  the  company  had  to  depend 
upon  him  to  deliver  the  exact  quality  of  cotton  desired  by  the 
mills.  A  mill  would  order  a  grade  which  it  had  used  before  and 
expect  the  same  quality,  but  the  quality  of  a  grade  varied  from 
year  to  year.  Egyptian  cotton  was  produced  under  primitive 
agricultural  methods,  with  the  result  that  the  cotton  of  each  native 
grower  was  composed  of  several  grades.  Classification  of  Egyp- 
tian cotton  was  unsatisfactory.  The  correspondent  of  the  Cad- 
dington Cotton  Company  sold  31  grades.  Since  the  quality  of 
grades  varied  from  year  to  year,  only  specialists  who  could  dis- 
tinguish qualities  could  advise  the  mills.  If  the  cotton  received 
by  an  importer  did  not  fulfil  the  specifications  as  to  quality  or 
grade,  he  submitted  a  complaint  to  an  arbitration  commission  in 
Liverpool.  The  awards  made  to  the  Caddington  Cotton  Company 
by  the  Liverpool  commission  had  been  equitable,  but  they  re- 
quired from  one  to  three  months  to  adjust. 

It  was  customary  for  the  American  importer  to  pay  for  all 
purchases  of  Egyptian  cotton  90  days  after  the  date  of  shipment. 
The  Caddington  Cotton  Company  sometimes  sold  cotton  to  the 
mill  and  received  payment  10  days  after  its  delivery,  or  it  financed 
the  milPs  purchase  of  cotton  for  a  period  of  60  or  90  days.  Upon 
receipt  of  an  order  from  a  mill  for  Egyptian  cotton,  the  Cadding- 
ton Cotton  Company  purchased,  at  the  best  rate  offered  by  foreign 
bankers  in  America,  a  90  days'  letter  of  credit  in  Egyptian 
pounds.  The  Caddington  Cotton  Company  might  have  delayed 
the  purchase  of  exchange  in  anticipation  of  better  exchange  rates, 
but  it  was  the  policy  of  the  company  not  to  speculate  on  exchange. 

Cable  quotations  for  immediate  shipment  from  Egypt  were  re- 
ceived by  the  Caddington  Cotton  Company  from  its  Alexandrian 
correspondent  each  morning.  These  cables,  which  gave  the  price 
of  cotton  delivered  in  Boston,  quoted  only  the  key  types  of  cotton; 
the  price  of  the  remainder  of  the  3 1  types  was  determined  by  a 
table  of  differences.  The  Caddington  Cotton  Company  received  a 
new  table  of  differences  at  the  first  of  each  week  which  obtained 
throughout  the  week  unless  changed  by  cable  from  Egypt.  The 
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Caddington  Cotton  Company  sold  any  quantity  less  than  500 
bales  of  a  type  at  the  quotation  received. 

From  1910  to  1923  the  importation  of  Egyptian  cotton  was 
incidental  to  the  domestic  operation  of  the  company.  Ordinarily 
about  10%  of  each  year's  sales  were  in  Egyptian  cotton.  The 
same  executives  had  charge  of  the  purchase  of  the  Egyptian  cot- 
ton and  the  American  cotton,  and  the  same  salesmen  sold  them. 
Many  of  the  customers  of  the  Caddington  Cotton  Company  used 
Egyptian  as  well  as  domestic  cotton.  Although  it  was  customary 
for  them  to  buy  through  one  or  two  other  companies,  the  Cad- 
dington Cotton  Company  wished  to  be  able  td  supply  its  cus- 
tomers with  their  complete  requirements. 

In  buying  directly  from  Egyptian  merchants,  the  company  in- 
curred risks.  Under  the  credit  agreement  with  the  banks,  it  had 
to  pay  for  the  cotton  received,  whether  or  not  it  was  of  the  type 
ordered.  The  guaranty  of  the  company  to  the  cotton  mill  that 
the  quality  which  it  ordered  would  be  delivered  sometimes  was 
difficult  to  maintain,  because  of  the  difference  in  quality  of  one 
grade  from  one  year  to  another  caused  by  varying  weather  con- 
ditions. The  company  had  to  carry  exchange  risks  also. 

The  company  was  of  the  opinion  that  it  could  not  increase  its 
sales  of  Egyptian  cotton  until  it  had  secured  an  expert  in  Egyptian 
cotton.  This  would  result  in  better  service  to  its  customers 
because  of  the  multiplicity  of  grades  of  Egyptian  cotton.  A  man 
who  could  distinguish  the  grades  and  who  knew  their  uses  was 
required  to  advise  American  mills  which  grades  to  buy.  As  the 
quality  of  a  grade  changed  from  one  year  to  another,  a  specialist 
could  advise  the  mills  which  grade  to  substitute  for  the  one  it 
had  used  before.  Samples  of  each  would  be  sent  to  him  each 
year  by  the  Alexandrian  correspondent.  It  also  would  be  an 
advantage  to  have  in  the  organization  a  man  acquainted  with 
the  business  methods  used  in  Egypt. 

The  employment  of  a  specialist  would  enable  the  Caddington 
Cotton  Company  not  only  to  give  the  mills  better  service  but 
would  also  enable  the  company  to  act  as  a  broker  for  one  of  the 
three  or  four  companies  in  the  United  States  which  specialized  in 
Egyptian  cotton.  As  a  broker,  the  only  risk  of  the  company  would 
be  the  failure  of  the  importer  to  pay  the  commission.  The  dis- 
advantage, however,  of  acting  as  a  broker  was  that  the  customary 
commission  paid  to  such  agents  was  only  $1  a  bale,  while  the 
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Caddington  Cotton  Company,  acting  as  a  merchant,  frequently 
netted  from  $2  to  $3  a  bale.  The  company  knew  of  no  available 
specialist  in  the  United  States  since  there  was  little  opportunity 
for  an  American  to  specialize  in  foreign  cotton.  In  England,  it 
was  not  uncommon  for  cotton  merchants  to  have  foreign  cotton 
departments.  A  man  who  had  been  trained  in  one  of  these  de- 
partments was  qualified  to  fill  the  position  in  the  organization  of 
the  Caddington  Cotton  Company.  Because  of  the  depression  in 
the  British  cotton  industries  in  1923,  the  Caddington  Cotton 
Company  knew  that  it  could  obtain  a  satisfactory  man  there. 
The  salary  of  the  specialist  would  be  between  $4,000  and  $5,000 
a  year.  With  a  net  profit  of  $2  a  bale,  it  would  be  necessary  for 
the  specialist  to  increase  the  company's  sales  of  Egyptian  cotton 
by  at  least  2,000  bales  in  order  to  cover  his  salary. 

In  expanding  its  operations,  however,  the  company  would  have 
to  meet  the  competition  of  three  or  four  European  and  Alexan- 
drian  companies  which  specialized  in  Egyptian  cotton  and  had 
established  selling  offices  in  the  United  States.  These  branches 
carried  stocks  of  cotton  and  were  able  to  make  immediate  deliv- 
eries. The  men  in  charge  of  the  offices  were  men  who  had  expe- 
rience with  Egyptian  cotton,  usually  in  Alexandria.  As  the  com- 
pany had  conducted  its  business  in  the  past,  it  had  carried  no 
stocks,  but  depended  upon  immediate  shipment  from  Egypt  by 
its  correspondent  upon  receipt  of  a  cable.  Delivery  from  Egypt 
was  made  in  four  weeks.  The  company  did  not  carry  stocks, 
because  it  estimated  that  carrying  charges,  including  interest  and 
storage,  would  decrease  the  profit  on  sales  by  three-eighths  of  a 
cent  a  pound  per  month.  Furthermore,  if  the  company  imported 
stocks  to  hold  in  the  United  States  it  would  incur  an  additional 
risk.  As  a  result  of  speculation  of  importers  of  Egyptian  cotton, 
at  nearly  all  times  between  1920  and  1923  mills  could  purchase 
several  grades  in  the  United  States  for  less  than  the  Caddington 
Cotton  Company  could  purchase  the  same  grades  in  Egypt.  The 
company  had  maintained  its  sales  volume  because  the  grades 
which  it  sold  were  not  those  in  which  importers  had  speculated. 
Because  of  the  small  Egyptian  crop,  the  risk  of  carrying  stocks 
was  increased  by  possible  price  fluctuations  manipulated  by  specu- 
lators. Some  importers  attempted  to  hedge  their  holdings  in 
Egyptian  cotton  by  selling  futures  upon  the  New  York  Exchange, 
but  they  were  not  always  successful,  as  the  movement  in  price 
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There  was  a  further  disadvantage  in  specializing  in  Egyptian 
cotton  from  a  long-time  view-point.  As  the  chief  use  of  the  cot- 
ton was  for  automobile  tires,  a  change  in  the  type  of  construction 
or  in  the  type  of  tire  might  diminish  the  demand  for  Egyptian 
cotton.  On  the  other  hand,  with  the  exception  of  the  English 
specialist,  the  company  would  not  have  to  increase  its  overhead 
expense  and  it  could  continue  to  develop  its  business  in  domestic 
cotton.  In  its  previous  experience  in  the  importation  of  Egyp- 
tian cotton,  the  company  had  established  a  reputation  which 
was  of  advantage,  since  mills  hesitated  to  buy  Egyptian  cotton 
from  new  importers. 

The  Caddington  Cotton  Company  secured  an  Englishman  who 
was  a  specialist  in  Egyptian  cotton  to  come  to  the  United  States 
to  manage  the  purchase  and  sale  of  Egyptian  cotton. 

9.  Rockmont  Import  Company 

REVERSAL  OF  POLICY  AFTER  THE  WAR  IN  ACCEPTING  IMPORT 

ORDERS  FROM  MERCHANTS 

Previous  to  19 14  the  Rockmont  Import  Company  of  Balti- 
more imported  from  $50,000  to  $75,000  worth  of  toys  annually. 
About  80%  of  its  imported  toys  came  from  Germany,  the  remain- 
der from  France,  Japan,  and  China.  The  company  customarily 
sent  a  buyer  to  Germany  in  February  and  March  to  collect  sam- 
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can  retailers  for  fall  delivery,  and  to  place  orders  for  stock  to  be 
delivered  during  the  summer  and  early  fall.  The  company  sold 
to  department  stores  and  other  retailers  in  the  central  and  south- 
ern Atlantic  Coast  states  of  the  United  States.  Most  of  its  orders 
for  imports  were  taken  in  the  spring  and  summer  for  delivery 
directly  to  retailers  in  the  fall;  a  small  quantity  of  foreign  stock 
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orders  usually  were  made  on  a  10%  or  15%  margin  above  landed 
costs. 

From  1915  to  1919,  when  war  conditions  made  it  impossible 
for  the  Rockmont  Import  Company  to  trade  with  Germany,  the 
company's  customers,  who  formerly  had  ordered  in  advance 
from  samples,  became  accustomed  to  buying  from  stocks  in  the 
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United  States  for  immediate  delivery.  The  company  slightly 
increased  its  purchases  of  American-made  toys  until  the  total 
sales  volume  was  about  the  same  as  before  191 5.  By  the  spring 
of  1924,  however,  the  company's  purchases  from  Germany 
reached  pre-war  size,  but  the  company  continued  to  sell  entirely 
from  stock.  Early  in  1924,  inquiries  for  quotations  on  import 
orders  showed  the  company  that  there  was  a  desire  on  the  part 
of  many  of  its  customers  to  return  to  the  pre-war  method  of  pur- 
chasing. The  executives  of  the  company  were  undecided  whether 
to  quote  on  direct  import  orders  and  thereby  encourage  a  return 
to  pre-war  buying  customs,  or  to  refuse  such  orders  and  sell 
from  stock  only. 

Previous  to  19 14  all  German  merchandise  was  quoted  in  marks. 
Exchange  rates  were  stable;  deliveries  could  be  relied  upon; 
quality  of  goods  could  be  depended  upon  to  conform  to  samples; 
and  in  case  of  disputes,  importers  had  recourse  to  German  courts. 

Immediately  after  the  World  War  the  Rochmont  Import  Com- 
pany's purchases  in  Germany  were  small  because  of  unstable 
conditions  in  Germany  and  uncertainty  regarding  possible  Amer- 
ican tariff  legislation.  The  mark  had  depreciated  steadily  until 
it  was  worth  less  than  $0.03  as  compared  to  a  gold  par  value  of 
$0.2383.  By  1922,  however,  conditions  had  improved  somewhat 
and  exchange  uncertainties  were  removed  because  it  became 
customary  to  purchase  toys  in  terms  of  American  dollars  instead 
of  in  German  marks.  In  the  spring  of  1922  the  company  sent  a 
buyer  to  purchase  goods  for  stock  and  again  in  the  spring  of 
1923  when  the  buyer's  purchases  amounted  to  a  total  cost,  in 
Germany,  of  $40,000.  Deliveries  were  made  during  the  summer 
and  fall 

Usually  100%  was  added  to  costs  in  Germany  to  determine 
landed  costs  in  the  United  States,  as  follows: 

Duty   70% 

Packing  cases,  plus  duty  on  cases   10 

Freight,  including  forwarding,  and  custom  brokers'  fees.  20 

Total  "ic^fo 

Imported  goods  carried  in  stock  were  sold  at  an  average  mark- 
UP  of  33  M%  above  landed  costs.  The  cost  of  sending  a  member 
of  the  company  to  Germany  for  a  six  weeks'  purchasing  trip  was 
estimated  to  be  about  $500  for  transportation  and  from  $350  to 
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$500  for  expenses.  Total  sales  in  1923  were  about  $200,000, 
50%  of  which  consisted  of  domestic  merchandise.  An  attempt 
was  made  to  approximate  a  33^%  average  mark-up. 

Since  192 1  the  company  had  employed  a  German  forwarding 
agency  which  had  a  branch  in  New  York  to  collect  and  ship 
German  purchases  and  to  pay  for  them.  Instructions  ordinarily 
were  given  to  manufacturers  to  notify  the  forwarding  agent  when 
goods  were  ready  for  delivery.  Terms  were  usually  cash,  f.o.b. 
factory,  for  payment  in  American  dollars.  The  company  was 
notified  by  the  forwarding  agent  several  days  in  advance  of  the 
delivery  in  Germany,  and  money  was  deposited  to  the  credit  of 
the  agent  in  the  agent's  New  York  bank.  The  agent  then  collected 
the  goods,  paid  the  bills  from  his  own  account,  and  attended  to 
shipments  to  German  ports  and  ocean  transportation  to  America. 
The  forwarding  agent  did  not  charge  a  commission  but  included 
his  profit  in  charges  for  inland  freight  and  cartage.  All  incidental 
charges,  such  as  those  for  postage,  cables,  and  consular  service, 
were  added  to  the  forwarder's  bill  and  sent  to  the  Rochmont 
Import  Company  with  invoices  of  shipment.  In  the  United  States, 
the  company  turned  invoices  over  to  an  American  customs  broker 
who  attended  to  all  details  of  valuation  and  to  entering  the  goods 
through  the  United  States  customs.  The  customs  broker  charged 
$4  for  the  first  invoice  and  $1.50  for  each  extra  invoice  in  the 
shipment  on  any  one  boat. 

Before  1914,  members  of  the  company  had  supported  the  cus- 
tom of  importing  on  orders  for  fall  deliveries.  The  company  had 
been  able  to  make  such  sales  on  a  10%  or  15%  margin  above 
cost,  instead  of  the  33^%  mark-up  when  sales  were  made  from 
stock.  It  then  was  necessary  to  carry  only  enough  stock  to  meet 
small  orders  for  immediate  delivery.  The  risks  of  change  in  busi- 
ness conditions  and  seasonal  demands  were  borne  by  retailers 
rather  than  by  the  importer.  The  company  had  been  able  to 
secure  large  turnover  with  small  capital  investment,  because  it 
could  take  orders  without  paying  for  the  goods  until  delivery  in 
Germany,  when  in  turn,  it  collected  payment  from  its  customers. 

The  president  of  the  company,  however,  did  not  believe  that 
the  same  advantages  would  apply  in  1924  as  had  applied  before 
1914.  Although  the  probable  adoption  of  the  report  of  the  Allied 
Reparation  Commission  promised  an  improvement  in  the  financial 
and  industrial  conditions  of  Germany,  the  company  still  was  un- 
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able  to  rely  upon  the  promises  of  German  manufacturers  in 
respect  either  to  time  of  delivery  or  to  the  conformity  of  goods 
with  samples.  On  import  orders  the  company  was  responsible  to 
the  retailer.  In  1924  it  was  difficult  for  any  foreign  company  to 
secure  legal  satisfaction  in  Germany. 

Although  the  company  purchased  in  American  dollars  and 
prices  in  Germany  had  become  fairly  stable,  it  was  difficult  to 
quote  prices  in  advance  on  import  orders  at  the  pre-war  10%  or 
15%  mark-up  on  costs  since  landed  costs  now  were  difficult  to 
estimate.  The  freight,  cartage,  and  customs  costs,  as  charged  by 
the  German  forwarding  agent,  varied  from  time  to  time,  and  the 
company  had  no  means  of  determining  the  fairness  of  such 
charges.  Ocean  freight  rates  often  were  based  on  bulk  rather 
than  weight  and  the  company  had  no  control  over  the  manner 
of  packing  by  German  manufacturers.  It  was  customary,  further- 
more, for  German  manufacturers  to  charge  on  the  invoice  the  cost 
of  the  cases  in  which  goods  were  packed.  Charges  for  cases  often 
averaged  as  high  as  10%  of  the  invoice.  The  company  believed 
such  charges  were  unreasonable  but  it  had  not  been  able  to  secure 
satisfactory  explanation  through  letters  of  protest.  Since  the 
American  import  duty  of  70%  was  charged  on  the  cases  as  well 
as  on  the  encased  toys,  the  valuation  of  cases  sometimes  involved 
a  total  charge  for  that  item  of  from  17%  to  20%  on  the  original 
cost  of  the  toys  in  Germany. 

The  tariff  act  of  1922  had  been  in  effect  only  a  year  and  one- 
quarter  and  there  still  was  uncertainty  as  to  the  classification  of 
various  articles  as  toys.  The  duty  on  toys  had  been  increased 
from  35%  to  70%.  The  changes  of  the  classifications  were  fre- 
quent for  articles  which  were  on  the  border  line  between  toys  and 
such  articles  as  wearing  apparel  and  jewelry.  Although  the  com- 
pany always  secured  from  a  custom-house  official  an  opinion  on 
the  probable  classification  and  valuation  of  samples,  this  opinion 
was  not  binding  and  was  changed  frequently. 

After  1914,  when  import  orders  became  impracticable  and  it 
was  customary  to  carry  stock  and  sell  for  immediate  delivery,  the 
company  had  made  a  practice  of  breaking  packages  for  customers 
and  selling  in  lots  of  less  than  a  whole  dozen  or  gross.  Most  of 
the  company's  customers  were  small  retailers  who  purchased  in 
amounts  of  from  $100  to  $1,000.  Many  of  these  stores  sent 
buyers  to  Baltimore,  in  October  and  November,  who  shopped 
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among  the  toy  wholesalers  and  made  purchases  of  $200  to  $300 
from  each  of  several  wholesalers.  Because  it  broke  packages  and 
carried  stock  for  immediate  delivery,  the  company  expected  an 
average  mark-up  of  33JA%  on  cost.  It  was  thought  that  large 
wholesale  companies  which  did  not  break  packages  sold  on  a 
margin  of  25%  to  30%  on  cost. 

The  company  kept  no  detailed  cost  statistics.  Mark-up  on 
individual  items  was  determined  by  judgment  of  the  probable 
sales  value,  and  by  the  competitive  market  price  on  the  item. 
The  change  in  American  buying  methods  had  not  affected  materi- 
ally the  total  sales  volume  of  the  company.  There  was  an  in- 
creased number  of  small  accounts  which  was  offset  by  a  decrease 
in  the  size  of  individual  customers'  purchases.  Although  all  goods 
were  sold  at  an  average  mark-up  of  33/4%  on  cost,  total  profits 
were  not  as  large  as  when,  previous  to  1914,  the  bulk  of  sales 
were  made  for  future  delivery  at  a  10%  to  15%  mark-up  on  cost. 

The  president  of  the  Rockmont  Import  Company  believed  that 
the  purchasers  of  small  quantities  would  be  unwilling  to  go  back 
to  the  pre-war  custom  of  buying  on  import  orders.  If  the  com- 
pany accepted  import  orders  it  would  be  competing  in  price 
quotations  with  large  importing  companies  which  were  better 
organized  in  Germany.  Some  of  these  competitors  maintained 
in  Germany  resident  buyers  who  constantly  would  check  up 
German  manufacturers  on  the  quality  of  goods  and  charges  on 
packing  cases.  These  companies  were  able  to  quote  at  a  10% 
to  15%  margin  above  cost  on  import  orders.  Although  the  Rock- 
mont Import  Company  had  been  able  to  make  sales  on  a  margin 
as  small  as  that  previous  to  1914,  when  conditions  were  stable, 
this  mark-up  was  considered  insufficient  to  cover  the  risks  and 
the  increased  overhead  expenses  in  1924. 

Should  the  Rockmont  Import  Company  have  accepted  import 
orders  in  1924? 

10.  C.  R.  Seegar  Company 

ESTABLISHMENT  OF  PERMANENT  WOOL-BUYING 
ORGANIZATION  IN  AUSTRALIA 

The  C.  R.  Seegar  Company  imported  annually  from  10,000  to 
20,000  bales  of  wool  from  Australia.  Each  bale  contained  300 
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pounds.  The  wool  was  sold  to  yarn  spinners  and  manufacturers 
of  wools  and  worsteds.  Prior  to  1910  purchases  were  made  by 
one  to  three  buyers  sent  by  the  company  each  year  to  London, 
and  to  Melbourne,  Sydney,  Adelaide,  and  Brisbane.  The  buyers 
sent  to  Australia  remained  there  from  three  to  eight  months,  de- 
pending on  the  quality  of  the  wool  and  the  market.  If  the  foreign 
buying  period  was  short,  these  men  returned  and  assisted  in  the 
purchase  of  domestic  wool.  Occasionally,  however,  they  were 
idle  three  or  four  months  a  year.  Several  competitors  of  the  C.  R. 
Seegar  Company  had  permanent  Australian  buying  organizations. 
The  quantities  purchased  by  some  of  these  competitors  were  less 
than  the  requirements  of  the  C.  R.  Seegar  Company.  The  prac- 
tice of  the  competitors  who  had  permanent  resident  buyers  caused 
the  executives  of  the  company  to  consider  the  establishment  of  a 
similar  organization  in  Australia. 

The  principal  sources  from  which  wool  was  imported  by  the 
C.  R.  Seegar  Company  were  Argentina  and  Australia.  The  pro- 
portion obtained  from  each  depended  on  the  price.  When  prices 
were  approximately  the  same  in  both  countries,  imports  from 
them  were  about  equal.  Total  imports  from  both  sources  were 
usually  between  9,000,000  and  12,000,000  pounds.  The  com- 
petition between  buyers  made  it  impossible  to  obtain  the  entire 
supply  from  one  source.  The  difference  in  requirements  of  cus- 
tomers also  made  purchases  necessary  from  both  countries.  Pur- 
chases in  Argentina  were  made  through  brokers  in  Boston  who 
had  buying  connections  in  Buenos  Aires.  The  wool  was  shipped 
in  bales  of  1,000  pounds.  The  Australian  wool  was  purchased 
either  in  London  or  in  the  principal  markets  in  Australia.  The 
buyer  who  was  sent  to  London  merely  selected  the  lots  to  be 
purchased,  since  it  was  impossible  to  make  actual  purchases 
except  through  English  brokers.  No  middlemen  were  necessary 
in  Australia. 

■ 

The  company  hesitated  to  incur  the  expense  of  maintaining 
three  or  four  permanent  resident  buyers  in  a  foreign  country. 
Salaries,  traveling  expenses,  and  the  cost  of  maintaining  offices 
did  not  vary  with  the  quantity  of  wool  purchased.  It  was  the 
practice  of  the  producers  to  hold  the  wool  until  a  later  date  if 
the  price  offered  was  not  acceptable.  If  the  expected  increase  in 
price  did  not  occur,  the  wool  was  shipped  to  the  London  market 
to  be  sold  there.  The  buyers,  on  the  other  hand,  refrained  from 
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purchasing  if  they  believed  that  the  price  was  too  high.  In  a 
few  years  prices  had  remained  so  high  throughout  the  buying 
season  from  October  to  May  that  only  a  small  quantity  of  wool 
was  imported  directly  from  Australia;  most  of  the  supply  of 
Australian  wool  was  purchased  in  London.  It  was  impossible  to 
determine  in  advance  the  amount  of  wool  which  would  be  im- 
ported directly  in  any  year  and  it  was  uncertain  whether  this 
quantity  would  be  sufficient  to  justify  the  salaries  and  expenses 
of  the  buyers.  The  short  buying  season,  which  lasted  only  seven 
months,  was  another  factor  that  made  it  seem  inadvisable  to  main- 
tain a  permanent  organization  in  Australia.  Resident  buyers, 
however,  would  be  able  during  the  remaining  period  to  make 
contracts  with  growers  and  secure  information  on  growing  and 
climatic  conditions  which  would  affect  the  next  season's  clip.  Part 
of  this  time  would  be  needed  to  clear  up  the  office  routine  and 
accounting  necessary  in  an  organization  such  as  that  proposed. 

In  South  America  purchases  were  made  satisfactorily  through 
brokers  in  Boston.  The  company  could  depend  on  wool  being  up 
to  grade  and  it  was  relieved  of  the  expense  and  trouble  of  making 
actual  purchases  and  the  cost  of  handling  shipments.  In  Austra- 
lia, however,  there  were  more  grades  and  brands  to  be  considered 
and  these  grades  varied  in  quality  from  year  to  year  more  than 
South  American  wools.  It  was  necessary,  therefore,  to  have  a 
buyer  see  Australian  wool  before  it  was  purchased. 

The  possibility  of  making  purchases  entirely  in  London  was 
considered.  This  would  have  eliminated  the  extra  expense  of 
maintaining  a  permanent  buying  organization  in  Australia  and 
would  have  dispensed  with  the  details  of  purchasing  and  shipping, 
since  these  were  supervised  by  London  brokers.  The  executives 
of  the  company,  however,  believed  this  policy  to  be  inadvisable, 
inasmuch  as  the  maintenance  of  buyers  in  a  primary  market 
gave  the  company  the  opportunity  to  inspect  and  purchase  the 
best  grades  as  soon  as  they  were  placed  on  sale.  Merchants  buy- 
ing through  brokers  in  Boston  and  London  did  not  have  this 
opportunity.  It  had  been  the  experience  of  the  company  that 
buyers  at  the  primary  market  kept  in  touch  with  growers  and 
obtained  a  better  knowledge  of  the  grades  of  wool,  the  conditions 
of  climate,  and  the  feed  affecting  the  quality  of  the  wool.  Buying 
directly,  moreover,  saved  the  company  brokers'  commissions  and 
the  difference  in  the  freight  rate  between  Australia  and  Boston 
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and  the  rate  from  Australia  to  Boston  via  London.  It  also  elim- 
inated the  charges  for  extra  handling  in  London. 

The  executives  of  the  C.  R.  Seegar  Company  believed  that 
these  advantages  outweighed  the  expenses  involved  and  the  pos- 
sible inactivity  of  buyers.  Since  the  company's  average  annual 
imports  of  Australian  wool  were  usually  between  3,000,000  and 
6,000,000  pounds,  they  believed  that  a  permanent  buying  organi- 
zation could  save,  by  purchasing  at  the  most  opportune  time, 
more  than  the  expenses  involved  in  maintaining  it  in  the  market. 
By  keeping  in  contact  with  the  chief  wool  auctions  and  private 
sales,  buyers  could  foresee  probable  trends  of  prices.  Periods 
of  inactivity,  moreover,  in  the  Australian  wool  market  were  few, 
and  it  had  been  the  experience  of  the  company  that  they  occurred 
about  once  in  9  or  10  years.  The  C.  R.  Seegar  Company,  there- 
fore, decided  to  establish  a  permanent  organization  of  three 
buyers  in  Australia  in  19 10,  with  a  central  office  located  in  Sydney. 

From  1910  until  1924,  it  was  the  opinion  of  the  C.  R.  Seegar 
Company  that  this  policy  had  proved  successful,  although  the 
company  was  forced  to  send  a  buyer  to  purchase  some  wool  in 
London  each  year.  All  Australian  wool  was  purchased  by  the 
British  Government  from  the  beginning  of  1917  to  October,  1920. 
The  buyers  of  the  C.  R.  Seegar  Company  were  employed  by  the 
government  during  this  period  but  returned  to  the  company  in 
1920.  The  buying  organization  underwent  no  change  on  account 
of  the  war. 

The  quantity  obtained  in  London  in  1923  amounted  to  almost 
100%  of  total  purchases  of  Australian  wool  since  prices  in  Aus- 
tralia were  too  high  to  make  purchases  advisable  there.  The 
executives  of  the  company,  however,  believed  that  better  quality 
and  lower  prices  were  obtained  than  by  the  previous  method  of 
buying.  Even  in  1923,  they  did  not  consider  removing  the  buy- 
ing organization  from  Australia,  since  experience  demonstrated 
that  the  maintenance  of  resident  buyers  in  that  market  facilitated 
competition  with  the  other  companies  who  made  their  purchases 
through  their  permanent  organizations.  With  the  growth  of  the 
wool  market  in  Perth,  subsequent  to  1920,  sales  of  wool  from 
Western  Australia  were  made  in  that  city  instead  of  in  Adelaide 
and  Melbourne.   The  buying  organization  of  the  C.  R.  Seegar 

Company  extended  its  operations  to  include  the  wool  market  in 
Perth. 
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A.  BY  MANUFACTURERS 
I.  The  Firth-Cameron  Leather  Company 

BUYING  METHODS  IN  ARGENTINA 

The  Firth-Cameron  Leather  Company  was  considering  the 
advisability  of  establishing  its  own  hide  buyer  in  Argentina  rather 
than  continuing  to  buy  through  American  brokers  as  had  been 

its  custom 

Argentine  hides  can  be  roughly  classified  under  the  following 
types:  (i)  Frigorifico — packers'  hides;  (2)  Matadero — butchers' 
hides;  (3)  Campos— hides  taken  off  on  the  estancias  and  salted; 
(4)  Dry  hides— hides  dried  in  the  sun  on  the  ranches;  (5)  Nonato 
— calfskins. 

The  Firth-Cameron  Leather  Company  usually  bought  only 
Frigorificos,  or  packers'  hides,  which  as  a  rule  are  taken  off  the 
animal  in  the  large  packing  establishments  in  or  near  Buenos 
Aires.  The  Argentine  packers'  hides  are  said  to  be  of  a  higher 
quality  than  American  packers'  hides  because  the  process  of 
preparing  hides  in  Buenos  Aires  is  more  thorough  and  much  more 
carefully  and  scientifically  done  than  in  the  United  States.  Fri- 
gorifico hides  are  less  mutilated  by  brands  than  are  Chicago 
packers'  hides,  with  the  exception  of  a  few  unbranded  native 
hides.  It  is  said  in  the  trade  that  the  poorest  Frigorifico  is  about 
equal  to  the  best  similar  Chicago  packers.  Frigorificos  are  sold 
almost  entirely  in  Buenos  Aires  where  the  large  packers  are  sit- 
uated. A  buyer  of  Frigorifico  hides  only  would  buy  solely  in 
Buenos  Aires.  The  quality  of  the  hides  is  quite  uniform. 

It  is  the  common  practice  of  most  American  tanners  to  buy 
their  hides  through  American  brokers  representing  Argentine 
brokers  and  dealers  and  not  to  maintain  American  buyers  in 
Argentina.  Some  few  large  tanners,  however,  maintain  their 
own  buyers.  The  cost  of  maintaining  an  American  buyer  with 
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suitable  assistants  would  be,  roughly,  $25,000  a  year.  This 
would  consist  of  a  salary  of  $10,000  to  $12,000  for  the  buyer  and 
the  remainder  for  expenses. 

An  American  buyer  in  Buenos  Aires  would  require  two  native 
assistants  as  hide  receivers  who  would  inspect  the  hides  after 
the  buyer  had  made  a  trade.  These  receivers  would  not  have  to 
be  highly  paid  men,  but  they  should  be  honest.  Inspection  of 
Frigorificos,  however,  would  not  need  to  be  as  particular  as  for 
other  types  of  hides.  For  the  butchers'  and  Campos  hides  the 
buyer  would  travel  into  the  interior.  Campos  hides,  taken  off 
the  animal  in  the  field,  are  very  likely  to  be  cut,  scored,  rubbed, 
and  of  inferior  "take  off."  Extreme  care  must  be  taken  in  the 
purchase  and  in  the  inspection  after  purchase  of  the  shipment. 
Dry  hides,  particularly,  require  careful  inspection  before  buying 
and  on  receipt  of  shipment. 

One  brokerage  firm  with  which  Mr.  Cameron  had  dealt  quite 
extensively  had  given  up  the  policy  of  keeping  a  buyer  in  Argen- 
tina and  employed  an  Argentine  broker  who  bought  hides  for  no 
other  American  firm  although  he  bought  for  European  companies. 
To  this  man  the  American  broker  paid  1%  commission  and 
received  1%  commission  from  the  American  purchaser.  Mr. 
Cameron  thus  paid  his  broker  2  %  commission  plus  expenses  over 
the  first  cost  of  the  hides  in  Argentina. 

Some  brokers  do  not  rely  entirely  on  their  Argentine  broker, 
but  also  buy  from  an  Argentine  dealer.  Since  the  dealer  actually 
owns  the  hides,  his  profit,  of  course,  is  included  in  his  price  to  the 
American  broker.  Both  dealer  and  broker  are  used  because  at 
times  American  customers  will  not  give  their  orders  unless  they 
are  assured  of  the  purchase  being  "firm."  A  broker,  dealing 
solely  with  an  Argentine  broker,  could  not  usually  offer  as  favor- 
able  terms  as  a  dealer,  but,  if  he  had  a  connection  with  a  dealer 
who  owned  hides,  he  would  be  able  to  do  so.  Often  the  Argen- 
tine broker  can  undersell  the  dealer  and  also  as  often  the  dealer 
can  undersell  the  broker.  On  a  rising  market  the  dealer,  who  has 
bought  the  hides  outright,  can  set  his  prices,  but  on  a  falling 
market  the  broker  has  the  advantage,  since  he  has  no  goods  on 
hand  and  buys  only  on  order. 

American  brokers  told  Mr.  Cameron  that  the  finding  of  a  desir- 
able representative  was  purely  a  matter  of  experiment.  If  the 
broker  they  chose  sold  a  consignment  of  hides  upon  specifications 
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which  on  arrival  did  not  come  up  to  description,  and  if  this  was 
followed  by  further  badly  filled  orders,  the  broker  was  dropped 
as  unreliable,  and  another  shipper1  tried  until  a  dependable  one 
was  found.  In  the  United  States,  hide  inspectors,  for  a  reasonable 
charge  to  the  tanners,  inspected  all  incoming  foreign  shipments  so 
that  the  shipper  always  was  checked. 

Since  Mr.  Cameron  required  the  highest  quality  hides,  he  be- 
lieved that  his  own  buyer  could  make  better  selections  than  he 
was  obtaining  through  a  broker.  His  purchases  amounted  to 
about  $1,250,000  a  year  and  were  made  up  almost  entirely  of 
Frigorifico  hides  of  an  especial  quality  and  thickness.  His  broker- 
age charges  were  approximately  $25,000,  so  that  the  cost  to  him 
would  be  the  same  whether  he  bought  through  brokers,  or  through 
his  own  buyer. 

It  was  the  general  belief  of  the  trade  that  an  American  unfa- 
miliar with  the  Latin  temperament  was  at  a  grave  disadvantage 
in  buying  in  Argentina.  Mr.  Cameron's  buyer  probably  would 
be  "labeled"  within  a  few  weeks  after  his  arrival  as  a  buyer  who 
wanted  special  hides  and  the  Argentine  sellers  accordingly  would 
increase  the  prices  of  the  hides  he  desired."  Once  committed  to 
this  policy,  the  Firth-Cameron  Leather  Company  would  find  its 
Argentine  buying  more  or  less  restricted.  Since  the  resident  buyer 
would  have  only  a  certain  amount  to  buy,  he  would  not  go  into 
every  market  as  the  Argentine  broker  would  do.  Although  an  Ar- 
gentine broker  with  an  established  connection  with  an  American 
brokerage  firm  buys  only  for  that  firm  in  the  United  States,  he 
is  a  much  more  valuable  man  if  he  has  large  European  connec- 
tions. In  fact,  most  American  brokers  assist,  as  far  as  possible, 
their  Argentine  brokers  in  getting  European  business.  In  this 
way  the  sellers  in  Argentina  cannot  label  him.  Buying  in  Argen- 
tina only  when  one  needs  hides  means  paying  a  market  price  with 
no  chance  to  bargain. 

Another  difficulty  in  establishing  a  representative  was  that  an 
American  does  not  settle  down  easily  into  Argentine  habits  and 
customs.  It  takes  from  five  to  ten  years  to  become  thoroughly 
acquainted  with  the  customs  of  the  country.  By  that  time  the 
American  usually  wants  to  come  home.  Although  a  few  Amer- 
icans have  remained  for  long  periods,  they  are  a  small  percentage 


1The  terms  "broker"  and  "broker  shipper"  are  synonymous  in  trade  usage 
Also,  often  an  American  firm  refers  to  its  broker  as  its  "shipper." 
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of  the  men  who  have  been  sent  to  Argentina  as  resident  repre- 
sentatives. 

Methods  of  payment  would  be  the  same  whether  the  Firth- 
Cameron  Leather  Company  bought  through  brokers  or  through 
its  own  representatives;  namely,  cash  which  would  save  perhaps 
3%  for  three  months  on  the  cost  of  goods;  sight  draft;  or  90 
days'  sight.  Only  in  the  first  case  would  the  Firth-Cameron 
Leather  Company's  own  representative  be  more  valuable,  for  in 
that  case  the  risk  of  loss  would  be  small  in  cabling  money. 
Cabling  money  to  Argentine  brokers  is  not  always  a  safe  plan. 

There  would  be  no  saving  in  freight  or  insurance.  The  brokers, 
who  were  heavy  shippers,  probably  would  obtain  even  better 
shipping  connections  than  an  American  representative,  inasmuch 
as  they  would  do  a  greater  volume  of  business  and  know  the 
intricacies  of  shipping  from  Buenos  Aires  more  thoroughly  than 
the  American.  "C.  &  f."  is  the  usual  method  in  quoting  prices, 
but  since  the  freight  is  paid  on  arrival  on  the  weight  after  shrink- 
age, the  representative  buyer  would  have  no  advantage  over  the 
broker  on  the  question  of  freight.  The  shipping  companies  charge 
freight  on  the  unloaded  weight,  because  hides  shrink  in  transit, 
and  the  fair  adjustment  is  the  unloaded  weight.  There  would 
be  no  saving  in  insurance  inasmuch  as  the  custom  of  hide  brokers 
in  the  United  States  is  to  carry  blanket  insurance  on  goods 
afloat.  Insurance  handled  from  the  American  office  is  more  easily 
placed  and  adjusted  than  from  Argentina. 

Should  Mr.  Cameron  establish  a  buyer  from  his  own  company 
in  Argentina  or  should  he  continue  as  heretofore  to  buy  through 
the  American  brokers? 

2.  Wilbur  Kid  Company 

DIRECT  IMPORTATION  OF  GOATSKINS  FROM  INDIA  AND  CHINA 

The  Wilbur  Kid  Company,  of  Philadelphia,  imported  annually 
about  225,000  dozen  goatskins,  valued  at  approximately  $1,750,- 
000,  which  it  tanned  and  dyed  and  sold  to  shoe  manufacturers 
and  leather  wholesalers.  About  40%  of  the  skins  came  from 
India  and  30%  from  China.  The  remaining  30%  was  imported 
from  several  countries,  the  most  important  of  which  were  Argen- 
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tina,  Brazil,  Aden,  Mexico,  and  Spain.  The  principal  export 
centers  for  goatskins  in  India  were  Madras,  Karachi,  Calcutta, 
and  Bombay.  The  company  purchased  only  from  Madras  since 
goatskins  from  the  three  other  cities  were  of  an  inferior  quality. 
In  China  the  principal  markets  were  Shanghai  and  Hankow.  The 
quality  of  skins  from  these  cities  was  higher  on  the  average  than 
those  from  India.  They  were  used,  therefore,  more  frequently 
for  "colors." 

The  Wilbur  Kid  Company  had  never  sent  buyers  to  foreign 
markets,  although  several  competitors  had  done  so  with  apparent 
success.  All  purchases  were  made  through  brokers  and  mer- 
chants in  the  United  States.  Merchants  had  their  own  buyers 
abroad  or  purchased  by  cable  from  foreign  companies  which  had 
proved  themselves  reliable.  Brokers  generally  were  exclusive 
agents  for  foreign  exporters.  A  broker  received  a  commission 
which  varied  between  /2  of  1%  and  1%.  Merchants'  gross 
profits  were  somewhat  higher  since  they  took  the  risk  of  carrying 
stocks  and  invested  their  own  capital.  The  increased  profit 
resulted  from  purchasing  when  prices  were  low  and  holding  the 
skins  until  prices  arose.  In  general,  the  company  preferred  to 
buy  through  merchants  since  it  was  able  to  inspect  the  skins  in 
Philadelphia  before  purchasing.*/  Experience  had  demonstrated, 
however,  that  the  native  or  local  companies  in  India  were  reliable 
and  that  purchases  could  be  made  as  satisfactorily  through 
brokers  as  through  merchants.  ^ 

On  account  of  the  limited  quantity  of  skins  which  the  indi- 
vidual merchants  or  brokers  in  the  United  States  could  supply  for 
immediate  delivery  and  because  of  the  competition  among  the 
tanners  for  the  skins,  the  Wilbur  K*d  Company  was  forced  to 
divide  its  purchases  about  equally  between  merchants  and 
brokers.  In  spite  of  the  fact  that  over  80%  of  the  world's  supply 
of  goatskins  was  imported  into  the  United  States,  there  was  no 
cooperation  among  the  buyers.  Chinese  merchantfThad  sensed 
this  lack  of  cooperation  and  refrained  from  selling  until  they 
believed  that  prices  would  go  no  higher  during  the  buying  season 
which  ordinarily  lasted  from  October  until  May.  The  company 
had  encountered  difficulty  in  obtaining  the  skins  of  the  quality 
desired.  It  was  unable,  moreover,  to  obtain  information  prior 
to  placing  orders  concerning  the  climatic  conditions  which  affected 
the  quality  of  the  skins.   From  10  weeks  to  4  months  elapsed 
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between  the  cable  acceptance  of  quotations  and  the  receipt  of 
shipments  in  Philadelphia.  By  the  time  the  first  shipments 
arrived,  the  company  usually  had  contracted  for  its  supply  of 
skins  for  the  rest  of  the  year.  The  goatskins  imported  from 
China  in  192 2-1 92 3  were  not  only  dry  but  were  from  5  to  10 
pounds  a  dozen  heavier  than  usual.  Goatskins  imported  by  the 
Wilbur  Kid  Company  averaged  from  18  to  20  pounds  a  dozen. 
The  company  believed  that,  because  of  the  famine  in  southern 
China,  revolutionary  forces  had  stolen  or  destroyed  so  many  of 
the  herds  that  local  merchants  had  been  forced  to  ship  the  heavy 
coarse  skins  of  full-grown  goats.  The  company  had  realized  the 
reduced  value  of  the  heavier  skins  and  bought  accordingly,  but  it 
was  unable  to  foresee  other  objectionable  qualities,  such  as  dry- 
ness and  coarseness.  Inability  to  obtain  information  in  regard 
to  climatic  and  other  conditions  affecting  goatskins  also  applied 
to  Indiay 

One  of  the  executives  of  the  Wilbur  Kid  Company  suggested 
that  buyers  be  sent  to  Shanghai  and  Hankow,  and  to  Madras. 
They  could  be  selected  from  the  company's  organization,  since 
such  men  would  be  acquainted  with  the  requirements  and  poli- 
cies of  the  Wilbur  Kid  Company.  It  was  not  considered  neces- 
sary to  have  men  who  had  had  long  experience  in  India  or  China, 
since  it  would  be  possible  to  employ  a  compradore  in  China  or  a 
similar  agent  in  India.1  It  was  estimated  that  the  salary  and 
expenses  for  one  man  would  be  between  $10,000  and  $15,000  a 
year.(/ 

Two  possibilities  were  open  to  the  company.  A  buyer  could 
be  sent  to  each  country  primarily  to  inspect  purchases  made  by 
brokers,  and  to  reject  all  undesirable  lots  before  shipment^  The 
buyer  also  could  inform  the  company  of  the  climatic,  economic, 
and  political  conditions  which  affected  quality  and  prices  of  goat- 

*The  absence  of  large  herds  and  concentrated  abattoirs  in  China  makes  the 
collection  of  hides  and  skins  for  export  extremely  tedious  work.  The  situation 
»  aggravated  by  the  lack  of  transportation  facilities,  especially  in  the  hide  and 

a  PoducmS  areas  like  Mongolia,  Manchuria,  Szechuen,  and  Yunnan.  The  skins 
and  hides  of  small  inland  farmers  and  town  butchers  are  collected  by  native 
traders  who  sell  their  collection  to  agents  sent  out  by  domestic  tanneries  or  dealers 
■  Ka'gan,  Kiaochang,  Tientsin,  Hankow,  Chungking,  Canton,  and  so  forth.  In 
uiese  places  the  raw  material  is  cleansed,  sorted,  and  repacked  ready  for  export, 
inese  dealers  sell,  or  make  known  their  particular  supplies,  to  agents  of  local 
export  commission  houses  or  export  merchants.  These  houses  in  turn  notify  their 
S  m  ^United  States  who  are  either  hide  and  skin  brokers,  merchants,  or 
lannmg  establishments. 

The  situation  in  India  is  not  greatly  dissimilar  to  that  in  China. 
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skins.  Or  a  buyer  could  be  sent  to  do  the  actual  purchasing  from 
the  native  dealers  or  merchants.  If  the  buying  were  to  be  done  by 
the  company  itself,  at  least  two  and  possibly  three  men  would 
be  required  in  each  countryV  The  buyers,  by  selecting  and  pur- 
chasing all  skins,  could  eliminate  the  profits  of  brokers  and  mer- 
chants in  the  United  States  and  to  a  large  extent  also  in  the  Far 
East.  They  frequently  would  be  able  to  buy  lots  at  advantageous 
prices  which  would  be  unobtainable  if  the  company  had  to  wait 
for  brokers'  quotations  before  placing  orders. 

If  buyers  were  sent  annually  to  Chins,  or  India  they  would 
remain  in  those  countries  from  four  to  seven  months,  depending 
on  the  prices  and  the  quality  of  the  skins  offered.  It  might  be 
desirable  to  have  the  buyers  remain  in  China  throughout  the  year 
in  order  to  keep  the  company  informed  on  market  and  other 
conditions  affecting  the  trade.  This  was  possible  since  the  com- 
pany would  not  be  able  to  employ  these  men  profitably  in  the 

However,  on  a  trip  home  they  could  learn  new  developments  in 
the  tanning  industry  and  the  forecasts  of  style  trends  and  types 
of  leather  required.  On  account  of  the  heat  and  dampness  in 
India  from  June  until  September  it  would  be  impossible  to  main- 
tain a  buying  organization  there  during  the  hot  season.  One 
buyer  could  not  make  the  Wilbur  Kid  Company's  purchases  in 
both  China  and  India  since  the  two  countries  were  too  far  apart 
to  be  accessible  during  the  buying  seasons,  which  were  approxi- 
mately the  same  in  both  countries.  The  company's  requirements 
also  would  necessitate  more  than  one  buyer  in  the  Far  East. 

Should  the  Wilbur  Kid  Company  have  established  its  own  buy- 
ing organization  in  China  and  India? 


3.  The  Edward  Silk  Company 

ESTABLISHING  BUYING  OFFICES  FOR  RAW  SILK  IN  THE  FAR  EAST 

The  Edward  Silk  Company,  of  New  Jersey,  was  one  of  the 
largest  manufacturers  of  broad  silks  in  the  United  States.  The 
company's  yearly  purchases  of  raw  silk  amounted  to  many 
millions  of  dollars.  Because  of  the  large  size  of  the  purchases 
and  because  of  the  growing  need  of  securing  all  possible  econ- 
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omies  in  the  costs  of  manufacturing,  the  company  considered 
the  establishment  of  its  own  buying  offices  in  the  primary  raw 
silk  markets  of  the  Far  East. 

The  company  had  always  purchased  its  silk  from  the  silk 
importing  houses  and  the  silk  merchants  and  brokers  in  New 
York.  As  the  largest  producers  of  raw  silk,  the  Japanese  had 
come  to  dominate  in  large  measure  the  raw  silk  market  of  the 
Far  East.  About  70%  of  the  raw  silk  from  the  Far  East  used 
in  the  United  States  was  purchased  from  four  Japanese  com- 
panies which  maintained  offices  in  New  York  City.  The  balance 
was  sold  by  smaller  Japanese  and  other  foreign  companies  with 
branches  in  New  York  and  by  many  American  merchants  and 
brokers,  most  of  whom  had  no  representatives  in  Japan  or  China, 
but  purchased  from  exporters  in  those  countries.  The  silk 
market  in  Yokohama  was  highly  organized,  the  quality  of  raw 
silk  had  been  greatly  improved,  and  standards  and  grades  of  raw 
silk  had  been  established  and  fairly  well  maintained.  Manufac- 
turers could  depend  upon  the  quality  of  Japanese  raw  silk  with 
a  considerable  degree  of  confidence. 

In  China,  however,  the  situation  in  the  silk  trade  was  different. 
The  two  marketing  centers  in  China  were  Shanghai  and  Canton. 
Chinese  silks  from  the  Shanghai  areas  were  similar  in  nature  to 
Japanese  silks,  but  the  methods  of  raising  the  silk  worms  and  of 
reeling  the  silk  from  the  cocoons  were  much  more  primitive  and 
gave  a  less  uniform  product.  The  skeins  of  silk  were  unevenly 
reeled,  and  many  defects  due  to  careless  reeling,  grading,  and 
packing  gave  an  inferior  quality.  The  Cantonese  silks  came  from 
kinds  of  cocoons  distinctly  different  from  those  produced  in  the 
Shanghai  district  and  in  Japan.  The  filaments  were  finer,  more 
glossy,  and  softer.  For  fine  crepes  de  Chine  and  high-quality 
plushes  and  velvets,  the  Cantonese  silks  were  in  demand.  Never- 
theless, the  methods  of  growing,  reeling,  and  marketing  silk  in 
the  Canton  region  were  so  primitive,  so  poorly  organized,  and 
so  undependable,  that  silk  manufacturers  had  great  difficulty  in 
getting  in  Canton  the  kinds  and  grades  of  silk  needed,  even  greater 
difficulty  than  was  experienced  in  the  Shanghai  market. 

The  Edward  Silk  Company  was  becoming  each  year  a  larger 
user  of  Chinese  silks.  By  improved  machinery  and  through  ex- 
penence  in  handling  Chinese  silks  the  company  believed  it  was 
producing  finished  products  equal  in  quality  to  those  using 
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Table  i 


Monthly  Wholesale  Prices  per  Pound  of  Japanese  and 
Chinese  Raw  Silk  in  New  York,  1913-1918* 


MONTH 

Japanese 
(Average  Prices  of  Two  Filatures) 

19x3 

1914 

1915 

X9I0 

X9I7 

1918 

Jan  

Feb  

JVlSu  • .  ■  . 

Apr  

May  .  •  • 

June. . . 
July.... 

X»U1C  *  #  *  H 

fc^^^p*  1*      *  •  *  * 

C^ct « •  •  * 
^lov*.  ■  • 
Dec  

$37750 
3.7750 
3-6750 
37375 
36750 
3.9000 

39125 
43250 
32075 

39625 
4*0125 

$44750 
4.2500 

4.2375 
43375 
4.3^50 
44000 
42625 

3-8375 
34488 

31750 
3.2125 

$3-4375 
32875 
3*4375 
34625 
3.4500 

33375 

3-  5500 
3.5500 

4-  0375 
4.28OO 
47125 

$4.8250 

3-4375 
6.0000 

5.2750 
5.0500 
4.8700 

49575 
57375 
5.0750 
5-3500 
5.8205 
58250 

$5  7000 
5.6OOO 
54000 
5.8250 
5.7OOO 
6.O75O 
6.875O 
7.0250 
6.4OOO 
57750 
5.7750 
5  7750 

$5.7500 
58250 
59250 
6.5750 
6.5750 
7.3500 
7.3000 

7.3750 
7.2250 
73250 
74250 
7.0500 

Month 

Chinese 
(Average  Prices  of  Four  Filatures) 

sou 

19x4 

X9XS 

1916 

1917 

1918 

Jan. . . . 

JS^L  3p  r»  •  • . 
jApr  •  m « * 
iviciy  * «  • 
June. . . 
J  uly  <  •  •  ■ 
1 . . 

CAflf 

.  ML  _  - 

V/Cl •  •  •  • 

Nov*  - « • 

$35750 
47250 

3-  7750 
3.5450 

4  (five 

3.0025 
36125 

39875 

4-  0625 

4.OI25 

3.8750 

$39675 

39675 
39125 

37687 
3.7625 

43813 
37OOO 

33850 
3.1950 
30050 
2.8750 

1.0I21* 

$3.IOOO 

3*^  ^25 

3-  2125 
3.2063 
3.1 187 
3.0625 
3.0625 
3.OOOO 

3.1475 
3.6250 

4-  2750 
4.3OOO 

$44875 

47875 
52500 

50975 
5.0500 
5.0031 

5.0437 
55813 

o-odio 

5.3875 

58500 

5.8250 

$52625 

5.8875 
56875 

5-7500 
57500 

59875 
6.5250 

6.8875 

6.6875 

6.0375 

6.0375 

6.0375 

$6.1750 
6.2500 
6.2500 

6.5125 
6.5125 
6.8000 
6.8750 
6.8750 
7.1875 

7.1750 
7.1750 
6.8375 

Japanese  silks  only.  While  prices  of  Chinese  raw  silk  followed 
closely  those  of  Japanese,  there  was  distinctly  a  price  advantage 
in  i^ninese  raw  suk  ^see  laDie  i;.  inrougn  careiui  Duying,  uic 
company  thought  it  could  obtain  decided  advantages  in  costs  of 
raw  silk  by  still  further  developing  the  use  of  the  Chinese  product. 

The  Edward  Silk  Company  noted  that  the  average  monthly 
prices  of  raw  silk  during  a  year  did  not  vary  more  than  $1.50  a 
pound,  while  during  one  or  two  weeks  in  a  month  prices  varied 
as  much  as  they  did  during  the  whole  year    The  raw  silk  mer* 

were  the  result  of  the  ir- 
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regular  demand  by  the  large  consumers  of  raw  silk  who  purchased 
silk  in  quantities  sufficient  to  affect  the  market.  The  Edward 
Silk  Company,  however,  purchased  silk  at  regular  weekly  or 
bimonthly  intervals  throughout  the  year  and  believed  that  other 
large  consumers  of  raw  silk  followed  the  same  policy.  Slightly 
larger  purchases  were  made  in  the  spring  and  fall  because  of  the 
necessity  of  preparing  the  manufactured  silk  in  advance  for  the 
following  season's  sale.  These  raw  silk  price  fluctuations  made 
it  difficult  for  the  Edward  Silk  Company  to  establish  prices  on 
manufactured  silks  for  four  to  six  months  in  advance,  which  was 
necessary  in  soliciting  orders. 

The  company  believed  it  could  obtain  several  advantages  by 
establishing  its  own  buying  offices  in  Shanghai  and  Canton,  while 
continuing  to  buy  Japanese  raw  silk  requirements  from  the 
Japanese  importers  and  New  York  merchants.  In  the  first  place, 
by  being  located  in  the  market,  it  thought  it  would  be  able,  by 
closely  following  marketing  conditions,  to  obviate  much  of  the 
wide  price  variations  in  its  own  purchases.  By  buying  directly 
from  the  reelers  in  Shanghai  or  Canton  rather  than  through  mer- 
chants, they  would  also  save  the  merchants'  profit.  More  im- 
portant would  be  the  ability  to  select  qualities  needed  and  to  test 
all  purchases  at  their  godown  before  payment  and  shipment.  This 
was  made  practical  by  the  practice  in  the  Shanghai  silk  trade  of 
making  payments  to  the  filatures  on  the  day  following  the  ship- 
ment of  raw  silk.  A  filature  would  deliver  raw  silk  to  the  godown 
of  the  company  and  obtain  receipt  for  same.  After  the  silk  was 
tested,  it  was  delivered  to  the  steamship  company  for  shipment. 
On  the  day  following,  payments  were  made  to  the  filatures.  In 
this  way,  the  purchasing  officers  of  the  Edward  Silk  Company 
would  have  ample  opportunity  to  test  all  shipments  before  actual- 
ly taking  delivery  and  making  payments. 

Since  "chops"  in  the  Chinese  markets  varied  greatly,  the  com- 
pany thought  that  by  being  constantly  in  the  market  it  would 
have  ample  opportunity  to  obtain  silk  to  meet  its  factory  needs 
at  the  best  possible  prices.  What  was  generally  regarded  as  an 
inferior  chop  might  fit  exactly  the  factory  requirements  of  the 
Edward  Silk  Company;  and  it  could  be  purchased  at  a  distinct 
price  advantage.  The  company's  purchasing  officer  in  China, 
knowing  exactly  the  requirements  of  his  mills,  would  frequently 
°e  in  a  position  to  take  advantage  of  silk  offerings  that  otherwise 
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would  be  unavailable  and  that  could  not  safely  be  purchased  for 
the  mill  through  merchants  in  China. 

The  purchase  of  their  own  silk  in  China  would  give  also  certain 
advantages  in  the  weights  of  silk  shipments.  Raw  silk  readily 
absorbs  moisture  and  may  increase  in  weight  during  the  long 
ocean  voyage  from  the  Chinese  ports  to  New  York.  Since  silk  is  a 
very  valuable  product,  even  slight  variations  in  weight  are  im- 
portant. Part  of  a  silk  merchant's  profits  have  resulted  from  this 
property  of  silk  to  absorb  moisture  between  purchase  and  resale. 

The  maintenance  of  buying  offices  in  China  would  be  expensive. 
High-grade  men  would  be  required  and  although  paid  high  salaries 
such  men  would  be  difficult  to  find  and  to  keep  in  China  for 
periods  long  enough  for  them  to  become  thoroughly  acquainted 
with  the  markets.  The  buyer  also  would  have  to  meet  the  com- 
petition of  the  large  silk  merchants  who  had  long  been  established 
and  who  were  thoroughly  organized  both  in  China  and  New  York. 

Because  its  purchases  were  so  large  and  because  the  company 
was  well  able  to  finance  the  undertaking,  buying  offices  and  go- 
downs  with  silk-testing  facilities  were  established  at  Shanghai  and 
Canton, 

4.  Van  Houten  Rubber  Company 

ESTABLISHING  BUYERS  IN  THE  FAR  EAST 

In  March,  1923,  one  of  the  directors  of  the  Van  Houten  Rub- 
ber Company,  which  had  bought  since  19 13  most  of  its  planta- 
tion rubber  from  one  firm  of  Singapore  shipping  merchants,  pro- 
posed that  the  firm  should  establish  its  own  buyers  in  the  East. 
This  policy  had  been  discontinued  in  191 3  and  since  that  time 
the  firm  had  retained  at  the  primary  markets  only  an  inspector 
who  examined  shipments  which  the  firm  bought  through  its 
merchant  connection.  This  merchant  was  established  in  London 
and  Colombo,  as  well  as  in  Singapore.  It  was  pointed  out  that 
many  of  the  large  consumers  of  raw  rubber  employed  their  own 
buyers  at  the  rubber  auctions  in  Singapore  and  Colombo.  Sev- 
eral of  these  manufacturers  purchased  as  much  as  60,000  tons 
of  rubber  annually,  whereas  the  Van  Houten  Rubber  Company 
consumed  approximately  11,000  tons.  If  the  large  companies 
found  it  advantageous  to  purchase  abroad,  it  was  argued  that 
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the  same  advantages  also  would  accrue  to  the  Van  Houten  Rub- 
ber Company. 

Those  in  favor  of  adhering  to  the  existing  policy  affirmed  that 
the  largest  American  buyer  of  plantation  rubber  bought  through 
a  New  York  brokerage  firm.  It  was  their  belief  that  one  of  the 
reasons  why  the  large  company  bought  through  this  broker  was 
that  the  sellers  in  the  auctions  at  Colombo  and  Singapore  would 
not  know  for  whose  account  the  broker  bought  and  hence  would 
not  raise  prices  in  anticipation  of  the  large  buyer's  needs.  They 
also  maintained  that  the  Van  Houten  Rubber  Company's  con- 
sumption of  plantation  rubber  was  not  sufficient  to  merit  the 
expense  of  maintaining  high-priced  responsible  buyers  in  the 
East.  The  factors  which  led  them  to  establish  their  own  buyers 
in  1910,  namely,  lack  of  uniformity  in  grading  types  of  rubber 
and  the  necessity  of  being  in  close  touch  with  plantation  condi- 
tions, were  partially  eliminated  in  19 14  and  almost  wholly  rem- 
edied by  1923.  Since  1914,  moreover,  the  firm  had  established 
a  strong  connection  with  a  British  merchant  at  Singapore, 
who  kept  it  informed  daily  by  cable  of  market  conditions.  In- 
formation received  by  cable  from  this  merchant  was  infinitely 
more  economical  than  cable  cost  had  been  when  reports  Were  re- 
ceived from  its  own  buyers,  since  during  the  past  ten  years, 
the  merchants  had  used  code  numbers  to  describe  the  different 
types  of  rubber. 

The  only  two  standard  types  of  rubber  are  first  "latex  crepe" 
and  "smoked  ribbed  sheets."  Underneath  these  are  from  40  to 
60  different  grades.  Prior  to  1914  these  lower  grades  were  not 
carefully  described;  in  1923  they  were  not  standardized,  but  in- 
dividual merchants  had  special  type  numbers  which  described 
different  grades  fairly  accurately.  The  firm  from  which  the 
Van  Houten  Rubber  Company  acquired  most  of  its  rubber  could 
be  relied  upon  entirely  when  assigning  any  one  of  its  type  num- 
bers  to  particular  lots  of  rubber.  Daily  cables  were  sent  by  this 
merchant  firm  to  its  representative  in  New  York,  who  in  turn 
wired  these  reports  to  the  Van  Houten  Rubber  Company  and 
his  other  customers  in  the  United  States.  All  this  was  at  the 
expense  of  the  merchants  in  the  East.  The  Van  Houten  Rubber 
Company  was  not  even  subject  to  cable  expense  on  its  buying 
orders  unless  it  sent  its  cable  direct  to  the  merchants  in  the  Far 
kast  or  London,  for  it  could  send  its  wire  to  the  New  York  rep- 
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resentative  who  would  cable  the  order  at  the  merchant's  expense. 

Cables  contained  full  particulars  of  the  price  movement  of 
rubber  for  each  day  and  information  as  to  who  were  the  heavy 
buyers,  naming  the  American  manufacturers  if  such  were  buying 
on  their  own  account  as  well  as  the  brokers.1 

It  was  believed  by  those  in  favor  of  the  existing  policy  that 
even  in  the  matter  of  price  the  firm  was  well  protected,  because 
the  inspector  whom  it  maintained  at  shipping  points  could  check 
up  any  overcharge  of  high  quotations  if  the  merchants  should 
attempt  any  such  practice. 

Another  argument  against  a  change  was  that  establishing  buy- 

"^The  following  is  a  sample  of  the  daily  quotations  received  by  the  Van  Houten 
Rubber  Company  from  the  New  York  representative  of  its  merchants  shipper: 

August  18,  1922 

Sterling:  $448  & 

Gentlemen: 

I  quote  from  advices  from: 
London 

This  # 52  ,  , 

Dates  1 8th  Latex  6-7/8** 

Ribbed  6-7/8**  Quiet 
Other  parties  have  bought  at  and  are  still  buyers  there  at  7-3  /&*  RSS 
European  Estates  Aug./Sept.  opt.  shipment  Cif  NY. 
Offer  firm  for  immediate  reply  Cif  NY  shipment  from  the  East: 

T-30/13  mixed  25  tons  Sept./Oct.  opt.  7-3/8*/,  combined  with 

T-30/13  mixed  25  tons  Sept./Oct.  opt.  7-i2d. 

Colombo 

This  #20 
Dated  17th 
Ribbed  1-ll*d. 
Latex  7-3/ 4d. 
Firm. 

Auction  Type  1—7-3/4^ 
"  13— 7-3/4^ 
"     18—  7-1/2** 

u  ^6  

u     -it — t-'i/dd 

"  44 — 6d 

"  73— 6-3/4<* 
«  80 — 6d 

"     82— Sd 

«        3 — 7-l/2<J 

"     is — 6-1/4** 

A  <><L____rf%  _  *J    f  A 

u     24— 7<i 

470  tons  offered  and  sold.  , 
General  Rubber  Company,  Mackie,  Gill  &  Co.,  Harrison  &  Grodfield, 
Ltd.  are  large  buyers. 

Few  sellers.   Probable  sellers.  } 

(Footnote  continued  on  page  223} 


\ 


DIRECT  IMPORTING 


223 


ers  in  the  East  was  extremely  costly  since  few  Americans  wished 
to  remain  there  longer  than  three  to  five  years.  Men  necessarily 
had  to  be  highly  paid  in  order  to  induce  them  to  become  resi- 
dents in  either  Singapore  or  Colombo.  Such  periodical  changes 
were  costly  and  the  right  man  difficult  to  secure.  The  inspector 
which  the  firm  sent  from  its  factory  was  paid  by  the  merchant 
shipper  a  salary  stipulated  by  the  Van  Houten  Rubber  Company. 
The  experience  of  nearly  ten  years  had  been  so  satisfactory  that 
a  change  did  not  seem  expedient.  There  was  no  reason  to  be- 
lieve that  a  British  merchant  shipping  house  would  discriminate 
against  an  American  buyer  inasmuch  as  the  United  States  con- 
sumed the  majority  of  the  world's  rubber. 

Those  in  favor  of  establishing  buyers  of  its  own  pointed  out 
that  this  seemed  to  be  a  general  practice  of  the  Van  Houten 
Rubber  Company's  competitors.  The  case  of  the  largest  rub- 
ber manufacturer  buying  through  a  broker  was  exceptional. 
Furthermore,  uncertainty  of  demand,  new  restriction  of  output 
adopted  by  the  Colonial  Government,  and  keen  competition  of 
tire  manufacturers  in  the  United  States  were  such  serious  fac- 
tors that  only  an  American  representative  buyer  could  be  counted 


(Footnote  continued  from  page  222) 
London,  offers  reinstated. 

Offer  firm  for  immediate  reply  Cif  NY,  NY  weights,  arrival  NY. 
T-30/13  mixed  50  tons  Oct./Nov.  opt.  7-3/8** 
T-17— 50  tons  Oct./Nov.  opt.  7-3/8** 

Singapore 

This  #28 
Dates  18th 
Ribbed  7-1/2** 
Latex  7-5/8** 
Easier 

There  are  buyers  of  T-95  Sept./Oct.  opt.  5-7/8** 
There  are  buyers  at  T-91  Sept./Oct.  opt.  7** 
Buyers  T-17A  near-by  shipment  at  7-1/2** 
There  are  buyers  of  T-o  Sept./Oct.  opt.  6-3/8** 
Offer  firm  for  immediate  reply  Cif  NY  shipment  from  the  East 
T-9S — 25  tons  Sept./Oct.  opt.  5-7/8** 
T-91 — 25  tons  Sept/Oct.  opt.  7<i 
T-18— 25  tons  Sept./Oct.  opt.  6-7/8** 
T-20— 25  tons  Sept./Oct.  opt.  6-5/8** 

Offers  received  from  my  principals  are  subject  to  cable  acceptance  on 
the  day  of  their  receipt.  They  are  offered  to  you  on  the  same  condition, 
subject  to  prior  sale  by  me. 

Singapore  auctions  take  place  on  Wednesday  and  Colombo  auctions  on 
Thursday  of  each  week.  Firm  bids  for  same  should  be  in  my  hands  here 
for  cable  despatch  not  later  than  Monday  for  Singapore  and  Tuesday 
for  Colombo. 
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upon  to  forecast  the  market  accurately,  obtain  the  best  prices, 
and  secure  the  grades  of  rubber  desired  at  the  time  it  was  needed. 


5  *v  Wanzer  Linoleum  Company 

ESTABLISHMENT  OF  DIRECT  FOREIGN  BUYING  RELATIONS  BY  A 

MANUFACTURER 

The  Wanzer  Linoleum  Company,  of  Philadelphia,  contem- 
plated sending  a  representative  to  Scotland  to  purchase  burlap. 
The  company  manufactured  linoleum  and  roofing  paper  in  its 
several  factories  in  the  United  States.  It  sold  its  products 
throughout  the  world  by  means  of  its  own  salesmen  to  whole- 
sale hardware,  department,  and  furniture  stores,  and  to  large 
contractors.  There  were  about  eight  companies  manufacturing 
linoleum  in  the  United  States,  four  of  which  were  approximately 
half  as  large  as  the  Wanzer  Linoleum  Company.  One-eighth  of 
the  company's  total  sales  of  $25,000,000  was  in  linoleum.  For 
the  manufacture  of  its  linoleum  purchases  of  burlap  aggregated 
$1,000,000  each  year. 

Nearly  all  of  the  high-grade  burlap  necessary  for  the  manu- 
facture of  linoleum  was  purchased  from  Dundee,  Scotland,  be- 
cause it  could  be  procured  only  from  that  source.  Unsuccessful 
experiments  had  been  made  with  burlap  manufactured  in  Cal- 
cutta and  in  the  United  States.  The  Scottish  methods  used  in 
the  separation,  selection,  rolling,  and  weaving  of  jute  fiber  had 
not  been  imitated  satisfactorily  by  mills  outside  of  Dundee. 

The  purchasing  agent  of  the  Wanzer  Linoleum  Company  esti- 
mated that  most  of  the  high-grade  burlap  imported  into  the 
United  States  from  Scotland  was  used  in  the  manufacture  of 
linoleum.  Most  of  this  was  purchased  six  months  before  it  was 
used.  Individual  orders  for  burlap  placed  by  the  Wanzer 
Linoleum  Company  ordinarily  varied  in  value  from  $25,000  to 
$100,000.  The  orders  for  burlap  were  placed  with  the  four  or 
five  sales  agents  of  the  Dundee  mills  which  maintained  separate 
sales  offices  in  New  York.  The  agents  kept  only  a  small  stock 
of  burlap,  with  the  result  that  the  large  manufacturers,  includ- 
ing the  Wanzer  Linoleum  Company,  had  to  secure  shipments  di- 
rectly from  Dundee,  although  the  orders  were  placed  through  the 
American  sales  agents.  The  Dundee  mills  had  established  these 
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offices  primarily  as  sales  offices,  but  they  also  were  to  render 
service  to  the  burlap  manufacturers  by  informing  them  of  condi- 
tions in  the  linoleum  industry  in  the  United  States,  in  order  that 
the  mills  might  estimate  accurately  their  production  of  burlap. 
These  sales  agents  inspected  shipments  before  delivery  to  the 
purchaser,  although  the  purchaser  entered  them  through  the  cus- 
toms.  Burlap  was  purchased  f.o.b.  vessel,  the  foreign  port. 

In  purchasing  through  the  sales  agents  of  the  Dundee  mills, 
the  Wanzer  Linoleum  Company  had  experienced  frequent  delays 
in  the  receipt  of  shipments.  When  the  company  wished  deliv- 
eries on  a  specific  date,  its  order  had  to  be  transmitted  through 
the  agent  to  the  Dundee  mills  because  the  agent  had  no  authority 
to  act  without  the  approval  of  the  Dundee  office.  In  this  way, 
the  Wanzer  Linoleum  Company  could  not  make  its  request  so 
emphatic.  Occasionally  there  was  a  delay  of  one  or  two  months 
in  filling  orders,  with  the  result  that  the  Wanzer  Linoleum  Com- 
pany had  to  make  shipment  on  fast  passenger  liners  at  high 
freight  rates  in  order  to  receive  them  in  time.  Forty  days'  re- 
serve stock  of  burlap  was  carried  for  emergency.  If  its  reserve 
stock  became  exhausted,  the  Wanzer  Linoleum  Company  would 
buy  from  other  linoleum  manufacturers  or  from  the  Dundee  sales 
agents  in  New  York. 

Because  of  the  increasing  competition  among  linoleum  manu- 
facturers, the  Wanzer  Linoleum  Company  did  not  accept  the 
market  price  for  burlap,  but  set  a  limit  which  it  was  willing  to 
pay  and  then  attempted  to  come  to  an  agreement  in  consultation 
with  the  sales  agent  of  the  Dundee  mills.  Unnecessary  delay 
was  caused  by  this  procedure,  because  the  agent  could  take  no 
action  until  he  had  received  the  approval  of  the  Dundee  office. 
It  was  difficult  to  make  satisfactory  arrangements,  inasmuch  as 
the  Scottish  manufacturers  argued  at  length  over  prices. 

In  1923  the  Wanzer  Linoleum  Company  purchased  a  competi- 
tive linoleum  company  which  had  maintained  successfully  di- 
rect relationship  with  the  Dundee  mills.  The  Wanzer  Linoleum 
Company  contemplated  buying  directly  through  its  own  foreign 
representative  instead  of  purchasing  through  the  agents  of  the 
Dundee  mills.  One  or  two  of  the  other  linoleum  manufacturers 

recently  had  established  direct  buying  relations  with  the  Dundee 
mills. 

If  the  Wanzer  Linoleum  Company  had  a  representative  who 
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could  make  arrangements  personally  with  the  Dundee  mills,  de- 
v  lays  in  delivery  and  arguments  over  prices  might  be  eliminated. 
The  company  could  give  its  representative  a  limit  price  within 
which  he  was  to  purchase  burlap  to  permit  him  flexibility  of 
action.  This  price  could  be  set  at  y2  penny  a  pound  above  the 
price  wl  lich  the  company  expected  to  pay.  The  representative, 
furthermore,  would  receive  instruction  by  mail  regarding  condi- 
tions of  manufacture  in  the  linoleum  industry  in  the  United 
States  from  the  Wanzer  Linoleum  Company.  This  information 
would  help  him  in  making  his  purchases.  It  was  expected  that 
cabling  charges  would  be  negligible. 

If  the  agent  were  located  in  Scotland  permanently,  he  could 
study  the  conditions  in  the  mills  and  report  to  the  Wanzer 
Linoleum  Company  in  order  that  a  more  accurate  basis  for  the 
limitation  of  prices  might  be  established.  The  company's  agent, 
furthermore,  could  make  arrangements  for  purchasing  rags  for 
use  in  the  manufacture  of  roofing  paper  directly  from  Europe. 
The  Wanzer  Linoleum  Company  was  a  large  enough  purchaser 
of  rags  to  secure  a  price  advantage,  even  though  it  divided  its 
purchases  of  rags  between  Europe  and  the  United  States.  It  also 
imported  cork  from  Spain.  If  the  Dundee  representative  vis- 
ited the  centers  where  cork  was  raised,  information  could  be 
secured  to  permit  the  company  to  deal  more  intelligently  with 
its  broker;  thus,  the  time  of  a  purchasing  agent  might  be  fully 
utilized  abroad.  Direct  dealing  with  the  Dundee  mills  might 
enable  the  Wanzer  Linoleum  Company  to  place  its  orders  more 
frequently  for  burlap  in  small  quantities  because  it  was  expected 
that  more  prompt  attention  would  be  given  to  direct  orders. 

The  Wanzer  Linoleum  Company  estimated  that  the  cost  of 
maintaining  the  representative  in  Scotland,  including  his  salary 
and  his  traveling  expenses  in  Europe,  would  be  $10,000  to 
$15,000  a  year.  While  it  was  possible  for  this  representative  to 
inspect  the  quality  of  the  product  before  placing  an  order,  no 
inspection  would  be  made  for  weight  and  quality  of  the  burlap 
before  its  shipment  to  the  United  States.  The  company  still 
would  have  to  depend  on  the  agent  of  the  Dundee  mills  in  the 
United  States,  who  rendered  this  service  under  the  supervision 
of  one  of  the  Wanzer  Linoleum  Company's  employees. 

The  Wanzer  Linoleum  Company  believed  that  the  Dundee 
mills  would  protect  the  American  agent  by  crediting  him  with  a 
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commission  on  all  orders  placed  directly.  It  was  thought  that 
this  had  been  done  in  the  case  of  one  or  two  other  linoleum  manu- 
facturers who  maintained  their  own  representatives  in  Scotland. 
The  Wanzer  Linoleum  Company  could  also  place  a  few  small 
orders  through  the  sales  agents  of  the  Dundee  mills  in  Phila- 
delphia merely  to  retain  their  good-will.  If  this  were  done  no 
saving  in  prices  would  accrue  to  the  Wanzer  Linoleum  Company 
except  that  which  might  be  obtained  from  direct  negotiations 
with  the  Dundee  mills. 

Should  the  Wanzer  Linoleum  Company  send  its  own  buyer  to 
Dundee  with  authority  to  purchase  supplies  of  burlap? 


6.  Loch  shire  Wool  Company,  Ltd. 

STATES  BY  AN  ENGLISH  COMPANY 

The  Lochshire  Wool  Company,  Ltd.,  an  established  noils1 
merchant  located  in  Bradford,  England,  sold  specialty  noils  in 
the  United  States  through  a  Boston  broker  on  commission.  The 
company  was  dissatisfied,  however,  with  the  volume  of  sales  ob- 
tained by  this  method,  and  in  1924  a  study  was  made  of  the 
possibilities  of  opening  a  branch  sales  office  to  sell  directly  to 
American  woolen  mills. 

Since  Bradford  was  the  center  of  the  English  woolen  textile  in- 
dustry, the  Lochshire  Wool  Company  was  well  situated  to  pur- 
chase noils  of  all  classifications  from  the  combers  and  from 
worsted  mills  for  resale  to  the  woolen  mills  in  England  and  on 

1  "The  distinctive  process  of  worsted  manufacturing,  which  differentiates  that 
branch  of  the  industry  from  woolen  manufacturing,  is  combing.  The  fibers  in 
*  single  fleece  vary  greatly  in  length.  Only  the  long  fibers,  however,  are  suitable 
for  spinning  into  worsted  yarn.  It  is  by  the  combing  process  that  the  long  fibers 
for  worsted  spinning  are  separated  from  the  shorter  fibers.  The  strand  of  long 
fibers  from  a  combing  machine  is  wound  into  a  cylindrical  ball  as  it  comes  from 
the  machine.  This  is  known  as  a  top.  Worsted  tops  are  articles  of  commerce, 
rhe  short  fibers  removed  by  the  combing  machine  are  known  as  noils.  These 
noils  are  suited  to  the  manufacture  of  woolen  cloth  and  are  sold  regularly  for 
that  purpose. 

"A  wool  comb  is  an  expensive,  intricate  machine,  and  ordinarily  a  worsted 
"Mil  is  equipped  only  with  enough  combs  to  provide  for  its  normal  needs.  There 
are  numerous  plants,  however,  which  operate  combs  for  combing  wool  on  com- 
mission for  wool  merchants  or  worsted  manufacturers.  Several  other  firms, 
Known  as  'top  makers,'  buy  wool,  comb  it  on  their  own  account,  and  sell  th« 
wps  to  worsted  mills  and  the  noils  to  noils  merchants." 

Upeland,  Melvin  T.,  Problems  in  Marketing,  pp.  320,  321, 
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the  Continent.  Terms  of  purchases  usually  were  14  days  net. 
The  company  often  contracted  for  the  entire  output  of  a  mill  for 
a  season.  The  company  had  branch  sales  offices  in  the  principal 
woolen  textile  centers  of  the  European  continent.  It  traded  in 
wool  noils  and  specialty  noils,  such  as  cashmere,  mohair,  alpaca, 
and  camel's  hair,  which  were  used  by  woolen  mills. 

Cashmere  noils  were  products  of  combing  the  hair  of  cash- 
mere goats  raised  in  Tibet,  China,  and  India,  and  alpaca  noils 
came  from  hair  of  alpaca  goats  raised  in  the  Andes  region  of 
South  America.  The  noils  were  used  by  woolen  mills  in  the 
manufacture  of  women's  specialty  dress  goods,  such  as  soft  imi- 
tation suede  and  fine  knit  sweaters.  The  quantity  of  cashmere 
and  alpaca  hair  consumed  in  the  United  States  was  small,  but 
nearly  the  entire  quantity  of  these  noils  for  consumption  in 
America  was  imported  from  England.  Camel's  hair  came  mostly 
from  North  China  and  Mongolia,  where  it  was  picked  up  in  tufts 
by  natives  as  it  was  shed  by  the  animals.  As  in  the  case  of 
cashmere,  the  greater  part  of  the  camel's  hair  used  in  the  United 
States  first  went  through  the  scouring  and  combing  process  in 
England* 

In  the  case  of  mohair  from  the  Angora  goat,  the  situation  was 
different.  The  United  States  produced  about  7,000,000  pounds 
and  imported  between  5,000,000  and  10,000,000  pounds  of  mo- 
hair annually.  This  mohair  was  scoured,  combed,  and  manu- 
factured into  clothing  in  the  United  States.  Mohair  noils,  how- 
ever, were  imported  from  England  in  varying  quantities,  de- 
pending on  styles,  and  the  relative  activity  of  the  woolen  and 
worsted  mills  in  America.  When  woolen  mills  were  active,  the 
worsted  mills  often  were  in  a  period  of  less  activity,  and  thus  the 
American  production  of  noils,  as  a  by-product  of  combing  for 
tops,  became  inadequate  to  meet  the  need  of  the  woolen  mills. 

Because  of  the  specialty  nature  of  the  trade  in  cashmere  and 
alpaca  noils,  the  Lochshire  Wool  Company  desired  as  wide  a 
market  as  possible  to  neutralize  fluctuations  in  price  and  styles. 
American  styles  and  fabrics  often  differed  from  English  and 
continental  styles.  Periods  of  activity  in  the  woolen  or  worsted 
industry  in  America  often  did  not  coincide  with  similar  periods 
of  activity  in  England.  In  these  specialty  noils  there  was  almost 
no  competition  in  America  since  only  two  English  noils  mer- 
chants had  branches  in  the  United  States, 
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To  develop  the  American  market  the  Lochshire  Wool  Com- 
pany could  sell  on  commission  through  American  brokers,  sell 
directly  by  cable  or  correspondence  to  American  noils  mer- 
chants, or  open  a  branch  sales  office  to  sell  directly  to  mills.  The 
company  had  sold  for  about  five  years  through  American  brokers, 
but  was  dissatisfied  with  the  volume  of  sales.  Brokers  did  not 
push  the  sales  of  the  goat  hair  noils  since  they  specialized  in 
wool  and  wool  noils  and  considered  goat  hair  noils  as  a  side 
line.  Commissions  on  sales  of  goat  hair  noils  were  from  3%  to 
5%.  Brokers  carried  no  stocks  to  meet  the  immediate  demands 
of  American  mills.  The  company  especially  wished  to  be  in  a 
position  to  push  the  sales  of  those  grades  of  noils  which  did  not 
sell  readily  in  England  or  on  the  continent.  Since  it  believed 
that  an  increased  demand  for  specialty  and  fancy  woolen  goods 
should  result  from  the  high  standard  of  living  in  the  United 
States,  the  company  wished  to  become  established  in  the  Ameri- 
can trade.  Through  the  use  of  salesmen  and  direct  communica- 
tion with  mills  in  the  United  States,  the  company  hoped  to  take 
advantage  of  any  increased  demands  and  interest  the  mills 
in  stimulating  sales  of  cashmere  and  alpaca  products. 

If  it  sold  directly  to  American  noils  merchants,  the  company 
would  have  no  direct  relations  with  American  mills.  Since  noils 
were  not  a  branded  product,  the  industry  of  the  Lochshire  Wool 
Company  would  be  lost  in  sales  made  to  the  mills  by  merchants. 
American  noils  merchants,  furthermore,  usually  specialized  in 
wool  noils  and  waste,  and  they  traded  in  goat  hair  noils  only  in 
favorable  instances  either  on  direct  order  from  mills  or  in  in- 
stances where  purchases  of  specific  lots  seemed  to  offer  substan- 
tial profit.  Noils  merchants,  however,  were  acquainted  with  the 
woolen  mills  and  their  probable  demands.  They  took  the  credit 
risk  and  financed  the  holding  of  stocks  until  purchased  by  mills. 
Merchants  expected  a  profit  of  about  10%  on  noils.  If  the 
Lochshire  Wool  Company  sold  directly  to  mills,  it  might  quote 
below  merchants'  prices  to  mills  as  an  inducement  to  stimulate 
direct  trade. 

The  Lochshire  Wool  Company  estimated  that  only  a  small 
capital  investment  would  be  necessary  to  open  a  branch,  since 
the  company  could  use  bonded  warehouses  and  it  could  rent 
office  space.  It  knew  of  an  American  available  as  office  man- 
ager who  was  thoroughly  acquainted  with  the  woolen  trade.  The 
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probable  total  expenses  of  the  branch,  including  office  rental, 
salaries  of  the  branch  manager,  two  salesmen,  and  an  office  girl, 
were  estimated  at  between  $400  and  $500  a  week,  or  about 
$25,000  a  year  as  a  maximum.  The  company  expected  to  have 
sales  averaging  over  $1,000,000  a  year,  although  it  was  aware 
that  this  total  might  vary  widely  because  of  the  fluctuations  in 
price  and  changes  in  style  that  would  affect  sales  of  goat  hair 
noils. 

The  demand  for  cashmere  noils  in  1923  and  1924  had  been 
heavy  and  these  noils  were  selling  from  $3  to  $4  a  pound,  as 
compared  to  wool  noils  at  about  80  cents  a  pound.  A  change 
in  style,  however,  might  make  at  any  time  the  demand  for  these 
noils  almost  negligible,  since  the  demand  for  cashmere,  alpaca, 
and  earners  hair  noils  depended  on  the  styles  in  women's  dress 
goods  and  sports  wear.  The  demand  for  mohair  in  the  United 
States  was  fairly  stable.  No  statistics  were  available  on  con- 
sumption in  the  United  States  of  goat  hair  noils,  nor  were  any 
separate  statistics  available  on  imports  into  the  United  States. 

The  company  had  found  that  sales  in  the  United  States 
were  seasonal,  with  the  largest  sales  occurring  from  October  to 
January.  Sales  tapered  off  from  January  to  April  and  were 
slack  in  the  summer.  Mills  usually  ordered  two  to  three  months 
in  advance  of  consumers'  requirements.  If  a  branch  were  estab- 
lished, the  Bradford  office  was  to  take  the  initiative  in  sending 
consignments.  The  American  branch  manager  was  to  advise  on 
conditions  of  the  market  in  the  United  States  and  to  send  spe- 
cific orders  received  from  mills.  The  branch  office  also  could 
sell  to  noils  merchants  in  the  United  States  when  it  had  stock 
which  did  not  move  readily  or  when  quick  turnover  was  desired. 
Terms  to  merchants  were  cash  in  10  days. 

If  it  opened  a  branch,  the  company  planned  to  carry  stock 
in  the  United  States.  By  using  public  warehouses  for  storage 
in  bond,  the  company  could  avoid  paying  duty  until  the  noils 
were  sold  and  withdrawn,  and  all  rented  space  could  be  used 
continuously.  Noils  were  to  be  sent  to  the  American  branch  on 
consignment.  Prices  were  to  be  quoted  in  American  dollars, 
duty  paid,  ex-warehouse.  Payments  were  to  be  made  to  the 
branch  and  the  money  remitted  to  England  by  the  branch  man- 
ager at  regular  intervals.  In  this  way  the  American  mills  were 
to  be  relieved  of  all  exchange  risk,  details  of  importing,  and  mer- 
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chants'  profit.  Stocks  would  be  available  to  fill  immediate  or- 
ders. The  financing  of  the  carrying  of  stocks  could  be  done  in 
England,  where  interest  rates  usually  were  lower  than  in  the 
United  States.  If  money  were  needed  in  the  United  States,  how- 
ever, it  probably  could  be  secured  from  American  banks  up  to 
about  65%  of  the  value  of  stocks  carried  in  public  warehouses. 

Noils  were  purchased  from  English  mills  where  they  usually 
were  stored  in  warm,  dry,  mill  warehouses.  They  often  gained 
as  much  as  10%  in  weight  during  the  ocean  voyage  and  in  the 
damp  warehouses  in  United  States  ports.  Since  sales  were  made 
by  weight  at  the  warehouse  in  the  United  States,  it  was  expected 
that  the  gain  in  weight  might  offset  warehouse  charges.  No  tests 
for  moisture  were  provided  for  these  products. 

Many  woolen  mills  did  not  use  cashmere  or  mohair  materials. 
A  few  mills  made  a  specialty  of  fancy  woolens.  It  was  esti- 
mated that  a  branch  should  develop  a  list  of  75  to  100  mills  in 
New  England  and  in  the  Philadelphia  district  as  active  cus- 
tomers. Two  salesmen  could  canvass  these  mills  by  making 
visits  once  or  twice  a  month.  The  average  sale  might  be  ex- 
pected to  be  between  $10,000  and  $20,000.  Terms  demanded  by 
mills  were  1%  in  10  days,  60  days  net. 

By  having  a  branch  sales  office  and  stocks  in  America,  the 
Lochshire  Wool  Company  hoped  to  be  able  to  take  advantage 
of  market  changes  and  to  develop  the  direct  good-will  of  the 
mills.  Although  the  specialty  noils  were  not  branded,  the  com- 
pany hoped  to  build  up  a  reputation  as  a  reliable  and  immediately 
available  source  of  specialty  noils.  With  a  branch  in  America 
the  Lochshire  Wool  Company  also  might  trade  profitably  in 
mohair  noils  produced  in  the  United  States  by  purchasing  from 
mills  combing  mohair  tops,  reselling  to  woolen  mills,  or  even 
exporting  in  case  market  conditions  were  reversed.  American 
mills  consumed  about  15,000,000  pounds  of  mohair  annually. 
Since  mills  that  combed  for  tops  ordinarily  did  not  use  the  noils, 
an  opportunity  was  offered  for  trade  in  American  as  well  as  En- 
glish production.  It  did  not  intend,  however,  to  trade  in  wool 
noils,  because  it  then  would  be  in  competition  with  numerous 
American  noils  merchants  who,  with  warehouse  facilities  and  long 

were  better  equipped  for  American 

trade. 

H  the  Lochshire  Wool  Company  opened  its  own  branch,  it 
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would  have  to  carry  the  credit  risk  in  selling  to  woolen  mills  with 
which  it  was  not  familiar.  There  was  also  the  risk  in  exchange  in- 
volved  in  quoting  in  American  dollars  and  in  carrying  funds  in 
American  banks.  Changes  in  American  styles  might  at  any 
time  seriously  lower  the  demand  for  cashmere  and  alpaca  noils. 
The  presidential  election  in  1924  made  uncertain  the  tariff  duty 
that  might  be  imposed  by  the  next  administration.  The  existing 
duty  on  noils  was  19  cents  a  pound.  In  the  Tariff  Act  of  1913 
noils  were  admitted  free  of  duty.  In  the  emergency  tariff  of 
192 1  a  duty  of  45  cents  a  pound  was  placed  on  noils.  A  change 
in  duty  might  not  affect  demand  for  goat  hair  noils  because  these 
were  imported  principally  from  England.  Change  in  duty  on 
other  woolens,  however,  might  affect  price  differentials  and 
change  consumer  demand. 

Should  the  Lochshire  Wool  Company  have  established  a 
branch  sales  office  in  the  United  States  in  1924,  or  should  it  have 
continued  to  sell  through  brokers,  or  shoiHd  it  have  sold  directly 
to  merchants? 

7.  Maelex  Lumber  Company 

IMPORTATION  OF  HARDWOOD  LUMBER  INSTEAD  OF  PURCHASE  OF 
DOMESTIC  TRACTS  OF  TIMBER  FOR  PRODUCTION 
IN  THE  UNITED  STATES 

The  Maelex  Lumber  Company  owned  tracts  of  timber  in 
Georgia  and  Tennessee  from  which  it  manufactured  poplar, 
spruce,  and  white  pine  lumber.  Automobile  body  manufacturers, 
who  used  this  soft  lumber  for  floor  boards  and  running  boards 
on  automobile  bodies,  were  predominant  among  customers  of 
the  Maelex  Lumber  Company.  Detroit,  Toledo,  and  Cleveland 
were  the  principal  centers  of  this  class  of  Maelex  Lumber  Com- 
pany's customers. 

In  1919  and  for  several  years  previous,  there  was  a  noticeable 
increase  in  the  demand  for  closed  bodies  on  automobiles.  In 
the  manufacture  of  closed  bodies,  either  birch  or  maple  wood  was 
used  in  the  expensive  bodies,  and  elm  in  the  cheaper  ones.  To 
supply  its  customers  with  all  their  lumber  requirements  and  thus 
to  increase  its  hold  on  them,  the  company  decided  to  sell  birch, 
maple,  and  elm  lumber.    Twelve  million  board  feet  of  these 
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woods  per  year  probably  would  be  sufficient  to  supply  the 
Maelex  Lumber  Company's  customers.  If  the  Maelex  Lumber 
Company  purchased  this  quantity  of  hard  lumber  in  the  United 
States,  it  would  have  to  purchase  it  from  the  same  mills  which 
sold  to  the  automobile  body  manufacturers.  The  prices  quoted 
by  these  mills  allowed  too  small  a  margin  for  the  Maelex  Lum- 
ber Company  to  resell  profitably  to  its  customers.  Consequently, 
the  Maelex  Lumber  Company  had  to  determine  whether  to  pur- 
chase  tracts  of  timber  for  the  manufacture  of  this  lumber  m 
the  United  States  or  to  import  it  already  manufactured  from 
lumber  mills  in  eastern  Canada. 

In  Canada,  lumber  was  cut  according  to  British  specifications. 
Lumber  cut  according  to  these  specifications  and  dried  by 
Canadian  methods  was  unsuitable  for  use  in  the  manufacture  of 
closed  bodies  for  automobiles.  Since,  however,  the  demand  in 
the  British  market  for  lumber  was  only  25%  normal,  it  might 
not  be  difficult  to  induce  the  Canadian  operators  to  manufacture 
their  lumber  according  to  the  specifications  laid  down  by  the 
Maelex  Lumber  Company. 

The  difference  between  the  cost  of  the  manufactured  lumber 
purchased  in  Canada  and  of  lumber  manufactured  from  tim- 
ber on  purchased  tracts  in  northern  New  York  State,  where  the 
best  available  tracts  were,  was  estimated  to  be  about  $8  for 
1,000  board  feet.  In  Canada,  high  qualities  of  birch,  maple, 
and  elm  lumber  were  produced  more  cheaply  than  in  the  United 
States.  The  logs  were  larger  and,  since  the  hearts  of  the  logs 
could  not  be  used,  the  average  Canadian  log  produced  more 
lumber  than  the  average  American  log. 

On  the  available  hardwood  timber  tracts  in  the  United  States 
there  was  much  poor  lumber  of  which  little  or  no  use  could  be 
made,  but  its  presence  increased  the  cost  of  cutting  the  better 
timber.  The  method  of  hauling  logs  to  the  sawmill  was  cheaper 
in  Canada  than  in  the  United  States  because  more  use  was  made 
of  team  hauling  over  the  snow  than  of  railway  hauling.  Also, 
the  labor  cost  averaged  $60  a  month  per  man  less  in  Canada  than 
in  the  United  States. 

Transportation  costs  from  Quebec,  where  the  Maelex  Lumber 
Company  would  purchase  its  hard  lumber,  to  Detroit  were  about 
$5  per  1,000  board  feet  more  than  from  northern  Michigan  and 
Wisconsin,  where  the  Maelex  Lumber  Company's  principal  com- 
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petitors  owned  tracts  of  hardwood  timber.  Shipments  from 
Vermont  and  New  York  states  were  $2  or  $3  less  per  1,000  board 
feet  than  shipments  from  eastern  Canada.  It  was  planned  to 
season  the  timber  at  the  mill  yard  where  it  was  sawed  whether 
a  decision  was  made  to  import  it  from  Canada  already  manu- 
factured in  the  form  required  by  automobile  body  manufac- 
turers or  to  cut  and  manufacture  it  in  the  United  States.  Thus, 
only  one  car  loading  would  be  necessary  in  shipping  from  the 
source  of  supply  to  consumers. 

Birch,  maple,  and  elm  lumber  were  classified  in  the  tariff  act 
under  the  heading  of  cabinet  woods  and,  therefore,  were  dutiable 
at  a  rate  which  amounted  to  about  $2  a  1,000  board  feet.1  If 
it  could  be  proved  that  more  than  50%  of  these  woods  which 
would  be  imported  from  Canada  were  for  the  manufacture  of 
automobile  bodies  and  not  for  cabinet  usage,  it  was  likely  that 
they  would  be  put  in  a  lower  classification.  The  duty  had  been 
imposed  because  most  of  the  hardwood  importations  had  been 
for  the  manufacture  of  high-grade  furniture  and  fine  wood-work. 
After  hardwood  had  been  imported,  it  was  not  possible  to  control 
the  use  of  it,  so  the  duty  would  have  to  be  levied  on  all  importa- 
tions of  it  or  none.  Refunds  on  the  payment  of  duty  under 
protest  could  be  made,  if  the  Maelex  Lumber  Company  proved 
that  more  than  half  of  the  imported  hard  lumber  was  sold  to  auto- 
mobile body  manufacturers. 

If  the  cost  of  hard  lumber  increased  to  a  point  beyond  that 
which  manufacturers  of  closed  automobile  bodies  could  afford 
to  pay,  metal  might  be  substituted  for  wood.  Consequently,  if 
the  Maelex  Lumber  Company  established  a  mill  in  the  United 
States  for  the  manufacture  of  hardwood,  80%  of  which  would  be 
used  by  the  manufacturers  of  closed  automobile  bodies,  it  later 
might  have  to  develop  a  new  market. 

Because  of  the  decline  in  demand  in  the  British  lumber  mar- 
ket the  occasion  was  particularly  favorable  for  the  Maelex 
Lumber  Company  to  make  contracts  with  the  Canadian  oper- 
ators. Since  a  closer  personal  relationship  was  possible  between 
American  lumbermen  and  Canadian  mill  owners  than  between 

1  Paragraph  169  of  the  Tariff  Act  of  1013  reads,  "Cedar,  commercially  known 
as  Spanish  cedar,  lignum-vitae,  lancewood,  ebony,  box,  granadilla,  mahogany, 
rosewood,  and  satinwood;  all  the  foregoing  when  sawed  into  boards,  planks,  deals, 
or  other  forms  and  not  specially  provided  for  in  this  section,  and  all  cabinet 
woods  not  further  manufactured  than  sawed,  10  per  centum  ad  valorem," 
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the  British  lumbermen  and  Canadian  mill  owners,  it  was  likely 
that  once  relations  between  them  were  established  they  would 
continue,  even  with  a  revival  of  the  lumber  market  in  Great 
Britain.  This  was  especially  true  in  Quebec,  where  the  Maelex 
Lumber  Company  contemplated  making  most  of  its  purchases 
because  most  of  the  owners  were  French-Canadians.  It  was  be- 
lieved by  the  Maelex  Lumber  Company  that  the  bond  of  sym- 
pathy of  the  French-Canadian  operators  toward  Great  Britain 
was  not  so  strong  that  they  preferred  to  sell  to  Englishmen  rather 
than  to  Americans. 

A  change  in  the  method  of  cutting  lumber  according  to  the 
American  specifications  would  require  supervision  by  employees 
of  the  Maelex  Lumber  Company.  Such  supervision  was  esti- 
mated to  increase  the  cost  of  lumber  in  Canada  about  $1  per 
1,000  board  feet,  which  would  reduce  the  $8  saving  from  pur- 
chase in  Canada  to  $7.  Also,  notwithstanding  the  personal  re- 
lationship of  the  American  lumber  companies  with  the  Canadian 
mills,  the  latter  might  return  to  manufacturing  according  to 
British  specifications,  because  it  was  easier  to  cut  and  pile  lum- 
ber according  to  them  than  to  the  American  specifications. 

Finally,  since  a  different  tariff  classification  could  not  be  ob- 
tained before  importations  were  manufactured  into  automobile 
bodies  and  the  principal  use  of  this  lumber  proved,  it  would  be 
necessary  for  the  Maelex  Lumber  Company  to  pay  a  duty  which 
would  make  the  total  cost  of  Canadian  hard  lumber  delivered  to 
the  automobile  body  manufacturers  nearly  the  same  as  that  of 
American  hard  lumber. 

B.  BY  WHOLESALERS  AND  RETAILERS 
8.  Caskey  Department  Store 

ORGANIZATION  OF  FOREIGN  DEPARTMENT 

Decentralization  was  the  basis  of  the  organization  of  the 
Caskey  Department  Store.  Three  vice-presidents  directly  re- 
sponsible to  the  president  and  the  general  manager  were  the 
executive  heads  of  the  three  divisions  in  the  store:  finance,  mer- 
chandise, and  service.  In  charge  of  finance  were  the  controller 
and  assistant  controller,  who  were  directly  responsible  to  the 
vice-president  for  the  actual  carrying  out  of  his  policies.  The 
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finance  division  was  responsible  for  cash  receipts  and  disburse- 
ments,  buying  appropriations,  expense  budgets,  auditing  and  ac- 
counting, credit,  and  sales  made  through  the  mail-order  depart- 
ment. The  vice-president  in  charge  of  merchandise  supervised 
the  work  of  the  publicity  manager  and  the  merchandise  man- 
agers of  the  main  store  and  the  basement  store.  Division  man- 
agers were  in  charge  of  the  merchandising  of  the  departments  in 
their  respective  groups.  Each  division  manager  had  under  him 
from  one  to  eight  buyers,  each  of  whom  was  a  department  head. 
The  selling  functions  of  the  store  were  under  the  supervision  of 
the  vice-president  in  charge  of  service,  who  had  charge  of  all 
salespeople,  cashiers,  telephone  operators,  the  adjustment  bureau, 
the  marketing  and  receiving  department,  the  restaurant,  the  per- 
sonal service  departments,  and  the  purchasing  of  equipment  and 
supplies. 

In  1923  the  Caskey  Department  Store  imported  merchandise 
with  a  retail  sales  value  of  $2,500,000.  This  was  about  10% 
of  the  store's  total  volume  of  sales.  The  Caskey  Department 
Store  was  one  of  a  group  of  12  stores  located  in  various  cities  of 
the  United  States  which  had  organized  a  foreign  buying  associa- 
tion with  branches  in  the  principal  European  cities  for  the  pur- 
pose of  giving  assistance  to  buyers.  There  was  no  centralized 
foreign  department  in  charge  of  importing  merchandise.  In- 
stead, the  functions  of  such  a  department  were  allocated  among 
the  three  divisions  of  the  store.  The  controller's  foreign  office, 
a  section  of  the  controller's  office  at  headquarters  devoted  to 
work  in  connection  with  foreign  merchandise  only,  was  in  charge 
of  accounting  with  the  foreign  buying  branches,  the  payment 
of  foreign  accounts,  clearance  of  merchandise  through  the  cus- 
tom-house, the  payment  of  import  duties,  and  buyers'  traveling 
expenses.  The  foreign  merchandise  office  kept  records  of  pur- 
chases and  followed  up  sales,  collected  information  for  the 
use  of  buyers  and  the  foreign  buying  branches,  and  coordinated 
the  work  of  the  publicity  manager  and  the  needs  of  the  buyers. 
Its  chief  function  was  that  of  sales  promotion.  The  foreign 
office  section  of  the  service  division  located  at  headquarters  was 
responsible  for  the  receiving  and  marking  of  imported  mer- 

Many  department  stores  with  a  comparable  volume  of  sales 
and  percentage  of  imports  to  total  purchases  were  operating  sue- 
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cessfully  with  one  foreign  office  which  was  responsible  for  all  the 
functions  performed  by  the  foreign  parts  of  the  three  divisions 
in  the  Caskey  Department  Store.  These  offices  billed  imported 
goods  to  their  respective  stores  and  attempted  to  operate  with 
a  profit.  The  fact  that  other  departments  had  found  central- 
ization effective  induced  the  management  of  the  Caskey  Depart- 
ment Store  to  consider  whether  or  not  it  should  continue  the  de- 
centralized form  of  organization  of  its  foreign  departments. 
1  Centralization  made  it  possible  to  obtain  more  speed  and  ac- 
curacy; necessary  action  could  be  taken  without  bringing  to- 
gether three  widely  varied  interests.  All  information  concern- 
ing each  purchase,  from  the  preliminary  budget  made  up  before 
the  buyer  went  abroad  to  the  final  sales  record,  was  located  in 
one  place.  One  man  was  responsible  for  all  transactions  until 
the  merchandise  was  retailed  and  placed  on  sale  in  the  store. 
\  Under  the  decentralized  plan  responsibility  rested  in  three  places. 
Since  the  head  of  the  foreign  office  under  the  centralized  sys- 
tem was  responsible  for  all  foreign  merchandise,  he  had  a  greater 
interest  in  pushing  sales  than  the  men  with  less  authority  in  the 
three  foreign  divisions  of  the  decentralized  system. 

The  management  of  the  Caskey  Department  Store,  however, 
did  not  consider  foreign  merchandise  to  be  different  from  do- 
mestic merchandise  in  any  respect  except  source  of  origin.  It 
did  not  purchase  merchandise  abroad  unless  it  obtained  lower 
prices,  or  more  advanced  or  more  distinctive  styles  than  were 
available  in  the  domestic  market.  Under  the  decentralized  plan 
the  store  was  able  to  obtain  the  advantage  of  its  functional  form 
of  organization.  Specialists  in  each  of  the  three  divisions  con- 
trolled  the  plans  and  policies  concerning  foreign,  as  well  as  do- 
mestic, merchandise.  I  The  head  of  a  centralized  foreign  office,  for 
instance,  would  be  less  capable  of  formulating  merchandise  poli- 
cies  than  the  merchandise  manager.  A  buyer  would  be  more 
interested  in  foreign  merchandise  under  the  decentralized  or- 
ganization because  purchasing  plans  originated  with  him,  the  di- 
vision managers,  and  the  merchandise  manager,  rather  than  with 
the  head  of  a  department  entirely  unrelated  to  his  own.*  Inde- 
pendent action  by  the  three  divisions  gave  a  check  one  upon 
another  which  was  impossible  under  a  centralized  organization. 
Under  the  existing  division  of  labor  each  department  was  re- 
sponsible  for  a  different  task  which  was  done  more  thoroughly 
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than  if  responsibility  were  centered  in  one  place.  The  man- 
agement feared  that  a  centralized  foreign  office  would  extend 
its  activities  and  increase  expenses  to  a  point  where  it  would 
cost  more  to  operate  than  would  the  present  organization. 

Should  the  Caskey  Department  Store  continue  the  present  or- 
ganization of  its  foreign  department  or  should  it  install  a  cen- 
tralized foreign  office? 


9.  Brant  Brothers 

ASSOCIATION  WITH  AMERICAN  DEPARTMENT  STORES  FOR 

FOREIGN  BUYING 

Brant  Brothers  operated  a  department  store  in  St.  Louis  with 
sales  of  $25,000,000  annually  and  bought  eacji  year  in  foreign 
markets  merchandise  valued  at  about  $680,000,  landed  cost.  Up 
to  1922,  all  purchases  were  made  with  the  assistance  of  Depuy 
Fils,  a  commissionaire  organization  which  maintained  principal 
offices  in  London,  Lyons,  Bruges,  Florence,  Vienna,  Berlin, 
Chemnitz,  Frankford,  and  Yokohama  and  had  agents  who  were 
familiar  with  market  conditions  in  all  other  parts  of  the  world. 
In  June,  1923,  Brant  Brothers  was  notified  that  the  flat  charge 
for  services,  which  had  amounted  to  $30,000  each  year,  would 
be  increased  to  $40,000  for  the  year  1924.  At  the  same  time, 
Brant  Brothers  was  requested  by  a  group  of  11  department  and 
specialty  stores  to  join  their  cooperative  buying  organization,  the 
American  Buyers'  Association. 

Prior  to  the  arrival  of  the  buyers  sent  by  Brant  Brothers  to 
European  markets,  Depuy  Fils  arranged  the  itinerary  and  sub- 
mitted lists  of  companies  from  which  merchandise  could  be  ob- 
tained to  the  greatest  advantage.  Depuy  Fils  had  in  each  of  its 
principal  offices  merchandise  men  and  an  executive  in  charge  of 
financial  arrangements.  The  former  assisted  buyers  in  making 
purchases  by  establishing  contacts  and  arranging  for  interpreters, 
as  well  as  by  giving  advice  on  style  trends,  markets,  and  prices. 
Copies  of  orders  of  all  purchases  were  left  with  Depuy  Fils, 
merchandise  was  shipped  to  its  offices,  orders  of  each  of  the 
stores  served  by  Depuy  Fils  were  consolidated,  and  bills  were 
paid  by  Depuy  Ffls  at  a  charge  of  6%  interest  on  daily  out- 
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standing  indebtedness.  Brant  Brothers  arranged  for  payment 
by  establishing  letters  of  credit  on  purchases  aggregating  over 
100,000  francs.  Reorders  for  merchandise  were  placed  and 
shipped  by  Depuy  Fils. 

Brant  Brothers  purchased  three  types  of  merchandise  in  for- 
eign markets.  The  first  was  staple  merchandise,  such  as  no- 
tions, kitchen  ware,  and  laces.  Reorders  on  this  merchandise 
could  be  made  without  the  necessity  of  a  buyer's  trip;  hence, 
purchases  were  made  frequently  throughout  the  year.  The  sec- 
ond type  was  style  merchandise,  such  as  ready-to-wear  milli- 
nery, silks,  and  high-priced  laces.  These  were  purchased  sea- 
sonally and  usually  in  sufficient  quantities  for  an  entire  season. 
The  third  type  was  known  as  "prestige  goods,"  on  which  there 
was  a  low  rate  of  stock-turn.  These  were  extreme  styles  in 
ready-to-wear  or  art  merchandise  which  were  bought  for  the 
purpose  of  ornamenting  the  display  in  a  department. 

Department  stores  in  the  United  States  usually  made  pur- 
chases through  commissionaires  or  foreign  agents  similar  to 
Depuy  Fils.  These  commissionaires,  usually  for  a  commission 
which  varied  from  2l/2%  to  5%  of  the  value  of  purchases,  ac- 
companied buyers,  assisted  them  in  finding  merchandise,  acted 
as  interpreters,  and  consolidated  and  shipped  purchases  to  the 
United  States.  American  companies  buying  by  this  method  be- 
lieved that  commissionaires  often  collected  commissions  from 
sellers,  as  well  as  buyers,  and  that  their  judgment  was  biased  in 
favor  of  foreign  manufacturers  offering  the  largest  commissions. 

A  second  method  which  was  followed  by  three  or  four  large 
department  stores  in  the  United  States  was  to  purchase  through 
independent  branch  buying  offices  in  European  cities. 

A  third  method  was  followed  by  about  five  organizations  of 
American  department  stores  similar  to  the  American  Buyers' 
Association.  In  the  latter,  11  stores,  each  in  a  different  city, 
grouped  to  maintain  offices  in  Paris,  Berlin,  and  London,  each 
wium  was  lncorporaiea  m  me  respective  couniry.  Agenis 
were  secured  to  operate  these  offices  on  a  strictly  salaried  basis. 
The  agents  of  the  American  Buyers'  Association  were  Americans. 
Agents  of  other  such  associations  were  natives  of  the  country 
in  which  the  offices  were  located.  Their  functions  were  to  keep 
informed  of  market  conditions,  to  advise  buyers,  to  provide  all 
necessary  information  as  to  price,  style,  quality,  and  source 
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of  supply,  and  to  perform  other  duties  similar  to  those  of  Depuy 
Fils.  Expenses  under  this  method  of  buying  were  believed  to 
have  exceeded  5%  of  the  value  of  merchandise  bought  during 
1920  and  192 1.  Each  store  paid  a  portion  of  the  operating  ex- 
penses which  was  based  on  the  total  amount  of  its  purchases. 

Under  all  three  methods,  the  department  stores  attended  to 
the  entry  of  merchandise  into  the  United  States  either  through 
their  own  organization  or  through  custom-house  brokers. 

The  1 1  stores  with  which  Brant  Brothers  considered  associat- 
ing were  each  in  a  different  city.  The  most  important  member 
in  the  organization  sold  approximately  $20,000,000  worth  of 
merchandise  annually  to  a  high-class  clientele.  Another  member 
had  sales  of  about  the  same  volume,  but  its  clientele  was  from 
the  middle  class.  The  customers  of  Brant  Brothers  were  in  an 
intermediate  group.  The  other  nine  companies  operated  chiefly 
small  specialty  stores,  such  as  furs  or  ladies'  dresses;  their  pur- 
chases probably  would  aggregate  not  over  20%  of  the  foreign 
purchases  of  the  organization  if  Brant  Brothers  joined.  Ex- 
-  pense  to  Brant  Brothers  might  approximate  5%  of  the  volume 
of  purchases. 

Brant  Brothers  had  become  dissatisfied  with  the  services  of 
Depuy  Fils.  Brant  Brothers'  store  was  the  largest  department 
store  patronizing  the  organization,  but  it  was  not  receiving  pref- 
erential treatment  commensurate  with  its  volume  of  orders. 
Depuy  Fils,  in  the  opinion  of  Brant  Brothers,  was  building  up  a 
reputation  in  European  markets  for  Depuy  Fils,  so  that,  in  time, 
the  name  Brant  Brothers  might  not  be  as  well  known  to  Euro- 
pean manufacturers  as  was  desirable.  On  several  occasions 
Depuy  Fils  had  exploited  the  ability  of  Brant  Brothers'  buyers 
by  recommending  the  purchase  to  other  clients  of  peculiar  and 
unique  styles  which  the  buyers  had  originated  or  discovered  and 
desired  as  exclusive  merchandise  for  their  own  store.  This  did 
not  affect  Brant  Brothers  directly,  since  no  other  stores  in  the 
vicinity  were  purchasing  through  Depuy  Fils,  but  it  made  pos- 
sible the  purchase  of  the  exclusive  items  through  other  commis- 
sionaires or  through  New  York  importers.  Although  Brant 
Brothers  had  been  purchasing  for  many  years  through  Depuy 
Fils,  the  latter  was  not  showing  the  personal  interest  that  for- 
merly had  been  given.  Buyers  of  Brant  Brothers  had  become 
acquamted  with  foreign  merchants  and  did  not  need  to  depend 
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upon  Depuy  Fils.  The  $40,000  salary  for  Depuy  Fils  had  to  be 
paid  whether  importations  increased  or  decreased.  Future  vol- 
ume of  purchases  was  difficult  to  predict,  but  Brant  Brothers 
believed  that  it  might  increase  because  merchandise  could  be 
imported  in  1923  to  sell  at  less  than  similar  materials  manu- 
factured in  the  United  States. 

If  Brant  Brothers  associated  with  the  11  stores  on  the  basis 
of  percentage  of  burden,  it  would  have  the  largest  percentage 
of  overhead  expense  because  its  volume  of  purchases  was  largest. 
The  American  Buyers'  Association  did  not  have  offices  in  the 
Far  East  or  in  Turkey.  Brant  Brothers,  therefore,  could  con- 
tinue to  buy  through  Depuy  Fils  on  a  commission  basis  or 
through  other  local  commissionaires.  In  the  former  event,  De- 
puy Fils  might  not  give  such  satisfactory  service  as  in  1922,  be- 
cause Brant  Brothers  was  not  using  its  entire  service.  If  Brant 
Brothers  bought  through  local  commissionaires,  a  new  method 
of  purchase  had  to  be  developed. 

The  contract  with  the  American  Buyers'  Association  was  for 
three  years  and,  without  definite  knowledge  of  the  efficiency  of 
operation  for  its  needs,  Brant  Brothers  hesitated  to  contract  for 
so  long  a  period.  In  the  new  organization,  the  majority  of  mem- 
bers imported  a  type  of  merchandise  more  expensive  than  that  re- 
quired for  the  character  of  Brant  Brothers'  sales.  It  was  a  ques- 
tion,  therefore,  whether  the  experience  of  the  buyers  of  this  asso- 
ciation in  purchasing  a  high  quality  of  merchandise  would  be  of 
assistance  to  Brant  Brothers  in  purchasing  a  medium  quality  of 
merchandise.  A  new  member  in  such  an  organization,  more- 
over, might  meet  opposition  from  older  members.  If  two  mem- 
ber stores  desired  the  same  merchandise  on  reorders,  the  older 
members  might  be  given  preference.  Purchase  through  Depuy 
Fils  had  been  made  independently  and  information  on  volume 
and  type  of  merchandise  bought  did  not  come  to  the  ears  of 
competitors  in  the  United  States.  Purchases  made  through  the 
American  Buyers'  Association,  however,  might  become  common 
knowledge  among  members  of  the  organization  and  in  some  way 
come  to  the  notice  of  competing  stores.  Brant  Brothers,  if  it  be- 
came a  member,  would  have  voting  power  in  operation  and  by 
reason  of  volume  might  acquire  a  preponderance  of  influence. 
Americans  in  the  foreign  offices,  moreover,  although  they  did  not 
Possess  certain  advantages  of  natives  in  trading  with  natives, 
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had  an  understanding  of  American  conditions.  This  seemed  more 
likely  to  meet  the  requirements  of  Brant  Brothers. 

Brant  Brothers  believed  that  an  organization  in  which  it 
had  control  was  essential  to  its  interests  and  consequently  de- 
cided not  to  accede  to  Depuy  Fils's  demand  for  a  higher  salary, 
but  to  join  the  American  Buyers'  Association.  Purchases  in  the 
Orient  were  to  be  made  by  traveling  buyers  through  commis- 
sionaires in  Eastern  buying  centers. 


10.  Viscount  Company 

ADVISABILITY  OF  PURCHASING  WOMEN'S  DRESS  GOODS  DIRECTLY 

FROM  EUROPEAN  MARKETS 

The  Viscount  Company,  of  Cincinnati,  operated  a  department 
store  which  sold  to  customers  who  demanded  merchandise  of  fine 
quality.  Sales  aggregated  $20,000,000  annually.  The  buyer  of 
women's  dress  goods  made  his  last  trip  to  European  markets  in 
1914.  In  July,  1923,  it  was  suggested  that  he  discontinue  the 
purchase  of  materials  from  New  York  importers  and  branches 
of  foreign  manufacturing  companies  and  buy  directly  in  European 
markets.  Trade  reports  and  information  from  buyers  who  had 
been  in  Europe  indicated  that  mills  in  Scotland,  England,  and 
Belgium  still  were  disorganized  but  that  French  industries  were 
improving  rapidly. 

Imported  dress  goods  bought  in  1922  totaled  $40,000  landed 
cost;  all  these  were  style  materials,  classed  as  "staple,"  "higher," 
or  "prestige."  The  last  group  of  imports,  produced  on  Jacquard 
looms  in  France,  was  employed  principally  for  advertising  pur- 
poses. In  1923  the  only  imported  materials  which  were  directly 
competitive  with  those  produced  in  the  United  States  were  English 
ginghams  and  voiles  of  the  cheaper  grade.  Dotted  Swiss  muslins 
from  Switzerland  approximated  10%  of  imported  dress  goods; 
crepes,  voiles,  and  ratines  with  block  printing  from  France,  50% 
to  60%;  colored  dress  linens  from  Belgium,  15%  to  20%;  Scotch 
ginghams  and  English  ginghams  and  voiles,  15%  to  20%.  Sales 
in  1923  were  equal  in  value  to  1922. 

Department  stores  in  Cincinnati  competed  in  the  purchase  of 
style  merchandise  from  New  York  importers.  These  firms  sold 
stocks  of  new  styles  rapidly;  reorders  were  not  promptly  filled. 
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On  orders  placed  with  importers  in  New  York,  the  company's 
buyer  stated  that  if  delivery  was  not  made  before  a  specified  date 
the  order  was  to  be  canceled.  He  did  not  hesitate  to  cancel  orders 
with  domestic  manufacturers. 

Importers'  gross  margin  was  as  high  as  50%  of  landed  costs. 
Through  a  buying  organization  of  American  department  stores 
of  which  the  Viscount  Company  was  a  member,  the  buyer  learned 
that  direct  purchases  of  several  kinds  of  material  could  be  made 
at  prices  from  20%  to  40%  less,  landed,  than  those  quoted  by 
importers.  This  landed  figure  cost,  however,  did  not  take  into 
consideration  the  buyer's  traveling  expenses  which  would  amount 
to  at  least  $2,000.  Importing  firms  had  their  own  warehouses 
and  attended  to  matters  connected  with  tariff.  They  attended 
to  difficulties  of  exchange  and  either  made  a  profit  or  absorbed 
a  loss  on  variations.  The  buyer  believed,  nevertheless,  that  the 
value  of  actual  services  was  not  over  one-half  the  gross  margin 
made  by  importers. 

Under  a  policy  of  direct  purchase  there  would  be  many  addi- 
tional details  to  be  performed  by  the  store's  organization  in  con-) 
nection  with  ordering,  shipping,  checking  quality,  paying  bills,! 
entering  merchandise,  paying  duties,  warehousing,  and  so  on. 
Stock-room  charges  would  be  increased  if  the  Viscount  Company 
bought  directly  from  Europe.  A  saving  of  the  importers'  mer- 
chandising profits  resulted  but  the  probability  of  profit  or  loss 
on  exchange  existed.  A  European  trip  by  the  buyer  was  neces- 
sary in  July  in  order  to  insure  prompt  delivery  for  the  opening 
of  the  dress-goods  season,  about  December  1;  approximately  two 
months  of  the  buyer's  time  was  required.  European  manufac- 
turers were  slow  to  make  deliveries  according  to  contract,  but 
the  difficulties  of  returning  goods  made  it  inadvisable  to  refuse 
shipments  at  the  port  of  entry. 

The  direct  savings  which  would  result  from  buying  in  European 
markets  could  not  be  determined  definitely.  During  a  stay  of 
more  than  a  month  in  Europe  the  buyer  would  have  the  first 
choice  of  new  styles.  In  instances  of  patterns  which  had  been 
monopolized  by  New  York  importers,  he  knew  that  manufactur- 
ers, particularly  the  French,  were  accustomed  to  add  a  small  fig- 
ure to  the  design  or  make  slight  changes  in  the  weave  in  order  to 
secure  orders  from  other  customers.  In  this  manner  the  Viscount 
Company  not  only  could  retain  the  effect  of  its  competitors' 
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exclusive  pattern  but  also  could  secure  the  advertising  advantage 
of  introducing  exclusive  novel  patterns.  After  an  initial  order 
had  been  placed,  the  buyer  could  submit  samples,  upon  his 
return,  to  domestic  manufacturers  for  imitation  at  lower  prices. 
On  staple  and  low-prestige  materials  he  could  thus  undersell  his 
competitors  who  were  buying  through  importers  and  also  carry 
a  continuous  stock,  whereas  his  competitors  were  selling  on  a 
one-order  basis.  On  a  buying  trip,  the  buyer  did  not  contemplate 
more  than  the  placing  of  initial  orders  for  the  opening  of  the 
dress-goods  season;  he  planned  to  reorder  through  the  company's 
European  buying  organization.  While  domestic  manufacturers, 
during  and  after  the  war  period,  had  successfully  imitated  several 
of  the  finer  qualities  of  foreign  material,  the  buyer  believed  that 
the  French  "prestige"  crepes,  voiles,  and  ratines,  with  their  fine 
handwork,  could  not  be  duplicated  by  domestic  manufacturers. 

Although  the  cost  of  a  trip  to  European  markets  might  be  more 
than  the  direct  saving  on  the  limited  volume  of  imported  dress 
goods,  the  buyer  decided  that  indirect  saving  such  as  that  which 
might  result  from  domestic  imitations  and  style  prestige  war- 
ranted his  buying  directly  from  European  markets. 

ii.  B  elm  an  Department  Store 

PURCHASE  OF  FAR-EASTERN  GOODS  THROUGH  NEW  YORK 

IMPORTERS 

Prior  to  1 92 1  the  Belman  Department  Store,  located  in  an 
eastern  city,  purchased  its  supplies  of  Japanese  and  Chinese 
merchandise  from  New  York  importers.  In  that  year,  the  man- 
ager of  the  foreign  department  adopted  the  policy  of  placing 
orders  with  commission  buyers  in  the  oriental  markets.  The  store 
paid  a  5%  commission  to  those  buyers  and  effected  a  saving  of 
10%  of  the  prices  charged  by  importers.  The  commission  buy- 
ers, however,  failed  to  furnish  materials  of  satisfactory  quality 
and  to  secure  prompt  deliveries. 

In  February,  1923,  a  representative  of  Linwood  Brothers, 
another  commission  buying  firm,  interviewed  the  foreign-depart- 
ment manager  and  suggested  that  the  store  purchase  through 
that  firm,  as  15  department  and  specialty  stores  in  other  cities 
of  the  United  States  already  were  doing.  The  foreign-depart- 
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ment  manager  believed  it  possible  to  secure  even  lower  prices  in 
this  way  than  had  been  obtained  by  independent  purchases 
through  commission  buyers.  He  instructed  Linwood  Brothers, 
therefore,  to  buy  $40,000  worth  of  Japanese  and  Chinese  mer- 
chandise, according  to  samples  shown  by  the  representative.  He 
also  authorized  the  firm  to  purchase  on  its  own  judgment  $5,000 
worth  of  novelty  materials,  which  were  to  be  produced  subse- 
quently but  for  which  samples  were  not  ready. 

These  materials  were  intended  for  display  in  the  store  during 
the  Christmas  season  of  1923,  but  were  not  received  until  Jan- 
uary, 1924.  Since  a  member  of  Linwood  Brothers  was  to  call 
with  new  samples  in  February,  it  was  necessary  to  decide  whether 
or  not  purchase  through  that  firm  should  be  continued. 

Linwood  Brothers  had  offices  and  godowns  in  Shanghai  and 
Tokio;  it  purchased  many  materials  directly  from  manufacturers 
and  native  dealers.  Its  own  buyers  also  were  sent  to  household 
producing  centers  for  jewelry,  carved  bone,  ivory  beads,  and 
similar  goods,  which  were  made  for  the  most  part  in  the  workers' 
homes  or  in  small  shops.  Shipments  were  assembled  by  Linwood 
Brothers;  the  merchandise  ordered  by  each  of  its  15  clients  was 
consolidated,  inspected,  and  shipped  on  a  ci.f .  basis  to  the  ports 
nearest  the  individual  stores. 

The  Belman  Department  Store  arranged  for  letters  of  credit  J 
at  a  bank  in  Tokio  and  at  one  in  Shanghai.  Upon  shipment  of « 
the  merchandise,  Linwood  Brothers  was  to  present  shipping 
papers  and  necessary  consular  invoices  at  the  bank  and  secure 
payment.  The  Belman  Department  Store  was  to  reorder  by  mail. 
The  retail  firm  was  to  attend  to  custom-house  brokerage  at  the 
port  of  entry  and  to  delivery  of  merchandise  to  its  own  store. 

Japanese  merchandise  included  bamboo  and  wicker  baskets; 
knockdown  chairs;  silks  and  crepes,  both  in  piece  goods  or  made 
up;  and  toys.  Fragile  enameled  furniture  came  from  China. 
Brass  ware,  sold  in  the  kitchen  goods  department;  miscellaneous 
jewelry,  such  as  ivories  and  carved  bone  beads;  wooden  novelties, 
such  as  flower  stands  and  bric-a-brac;  novelty  wares,  such  as 
Sumari  jars;  and  chinaware,  were  secured  both  in  China  and  in 
Japan.  During  and  after  the  World  War,  American  stores  had  \ 
turned  to  Far-Eastern  markets  in  an  attempt  to  secure  substitutes 
for  many  articles  formerly  purchased  from  Germany.  Japanese 
toys  made  according  to  sample  in  imitation  of  German  toys, 
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however,  had  shown  peculiar  characteristics,  such  as  slanted  eyes 
on  dolls,  which  did  not  appeal  to  American  customers.  During 
the  period  when  it  had  purchased  Japanese  and  Chinese  products 
from  commission  merchants,  the  Belman  Department  Store  had 
observed  that  factory-made  imports  from  the  Far  East  frequently 
did  not  conform  to  American  specifications.  In  many  instances 
the  store  had  received,  through  commission  buyers,  merchandise 
which  did  not  conform  to  samples  submitted.  Such  materials  as 
silk  goods  and  infants'  garments,  however,  proved  satisfactory. 

The  packing  of  native  oriental  firms  was  inadequate.  For 
example,  in  January,  1924,  the  Belman  Department  Store  re- 
ceived a  shipment  of  Mah  Jongg  sets  and  found  that  75%  of 
the  boxes  had  been  broken  in  transit.   Flimsy  construction  was 
reported  later  by  customers.   The  cost  resulting  from  breakage 
had  not  been  determined,  but  it  was  a  cause  of  inconvenience  and 
also  affected  the  reputation  of  the  store  with  customers.  The 
foreign-department  manager  believed  that  these  difficulties  would 
continue.    Insurance  against  all  breakage  losses  could  be  se- 
cured at  a  cost  of  approximately  2%,  but  if  breakage  occurred, 
the  store  had  to  wait  for  repairs  to  be  made  by  local  manufac- 
turers or  had  to  purchase  from  New  York  importers  in  order 
to  have  merchandise  on  sale  when  customers  demanded  it.  Im- 
porters were  said  to  have  the  same  difficulties  with  breakage, 
but  their  prices  covered  the  risk  involved.  An  additional  cost  of 
purchase  through  Linwood  Brothers  was  the  loss  of  interest  on 
investment  in  imports  during  the  six  weeks  or  two  months  be- 
tween the  date  on  which  Linwood  Brothers  secured  payment 
from  the  bank  and  that  on  which  merchandise  was  delivered  to 
the  Belman  Department  Store.   The  manager  realized  that  part 
of  the  delay  in  delivery  of  the  $5,000  worth  of  materials  ordered 
for  the  Christmas  season  of  1923  had  been  caused  by  earthquake 
conditions. 

The  Belman  Department  Store  could  purchase  merchandise 
from  importers  in  the  exact  quantities  desired.  This  was  a  marked 
advantage,  since  when  orders  were  placed  with  a  commission 
buyer,  it  frequently  was  necessary  to  buy  complete  sets  of  articles 
such  as  crockery  bowls.  Importers,  furthermore,  were  able  to 
assure  the  store  of  uniform  quality  and  prompt  delivery  of  the 
materials  that  they  carried  in  stock.  Since  the  store  could  pur- 
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chase  frequently  and  in  small  lots,  it  could  reduce  its  inventory 
to  a  low  point. 

On  the  other  hand,  the  store  would  have  to  maintain  contacts 
with  several  importers,  because  no  one  of  them  stocked  all  the 
articles  required.  It  might  be  impossible,  also,  always  to  obtain 
a  continuous  supply.  Japanese  and  Chinese  products,  however, 
were  not  subject  to  style  change  and  the  demand  was  such  that 
customers  were  not  lost  if  a  continuous  supply  was  not  on  sale. 

Aside  from  the  higher  prices  charged,  importers  seemed  to 
offer  a  more  satisfactory  service  than  did  the  commission  buyers. 
The  store  decided  that  assured  quality  was  more  important  than 
the  increased  cost,  and,  therefore,  resumed  buying  from  New 
York  importers. 

12.  Linnard  Stores,  Inc. 
choice  of  buying  methods  in  europe 

The  chain  stores  operated  by  Linnard  Stores,  Inc.,  in  the 
central  and  eastern  parts  of  the  United  States  had  a  dollar  limit 
on  prices.  The  stores  sold^a  wide  variety  of  merchandise  which 
included  such  articles  as  toys,  stationery,  hardware,  kitchenware, 
crockery,  jewelry,  candy,  toilet  articles,  a  small  assortment  of 
dry-goods,  books,  and  music.  There  were  20  merchandise  divi- 
sions. Sixteen  buyers,  with  headquarters  in  the  central  office  at 
Philadelphia,  controlled  the  purchase  of  all  merchandise.  Each 
buyer  purchased  related  lines  regardless  of  the  merchandise  classi- 
fication, but  the  merchandise  which  he  was  to  buy  was  denned 
sharply  so  that  overlapping  purchases  were  infrequent.  When  a 
buyer  had  left  Philadelphia  to  buy  certain  lines,  his  other  lines 
were  given  to  the  buyers  who  regularly  purchased  similar  mer- 
chandise. All  buyers  were  responsible  to  a  head  buyer. 

Linnard  Stores,  Inc.,  sold  both  domestic  and  imported  mer- 
chandise,  but  bought  in  the  United  States  whenever  possible. 
It  purchased  abroad  only  when  the  merchandise  either  could  not  j 
be  secured  in  the  United  States  or  could  be  secured  at  a  landed  /  / 
cost  less  than  the  price  of  like  domestic  merchandise.  The  landed 
cost  included  the  purchase  price,  actual  cost  of  shipment,  duties, 
commissions  for  forwarding  service,  and  traveling  expenses  if  a 
buyer  was  sent  abroad. 
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The  method  used  in  the  purchase  of  foreign  merchandise  was 
decided  at  a  conference  of  the  resident  buyer  for  that  merchan- 
dise, the  head  buyer,  and  the  import  manager.  The  Linnard 
Stores,  Inc.,  usually  had  a  choice  of  three  methods.  It  might  send 
abroad  the  resident  buyer,  entrust  the  purchase  to  a  buyer  of 
similar  merchandise  who  was  going  abroad  to  purchase  his  own 
lines,  or  delegate  the  purchase  to  one  of  its  foreign  buying  offices. 

Linnard  Stores,  Inc.,  owned  five  European  buying  offices  located 
at  Manchester,  Lyons,  Havre,  Prague,  and  Vienna.  Americans 
were  in  charge  of  those  offices.  The  offices  at  Manchester  and 
Lyons  each  had  three  buyers;  the  others  each  had  one.  The 
duties  of  the  buyers  were  to  purchase  on  specification  all  orders 
submitted  by  the  central  office,  to  have  a  thorough  knowledge  of 
the  near-by  markets,  to  report  market  conditions,  to  submit 
samples  of  what  they  believed  was  desirable  merchandise  to  the 
central  office  for  inspection,  and  to  follow  up  orders  placed  either 
by  them  or  by  the  home  office  directly  until  delivery  to  a  for- 
warding agent  at  the  port  of  shipment. 

The  central  office  at  Philadelphia  paid  each  buying  office  a 
commission  in  accordance  with  the  usual  charge  for  such  services 
in  the  city  in  which  the  buying  office  was  located.  The  commis- 
sion usually  was  sufficient  to  pay  the  fixed  salary  of  the  buyer, 
his  traveling  expenses,  and  all  other  expenses  of  the  office.  If 
a  buying  office  showed  a  profit,  that  was  kept  by  the  office  as  a 
reserve  against  possible  future  losses.  If  a  loss  was  shown,  the 
deficit  was  paid  from  the  reserve,  or,  if  that  was  not  sufficient, 
the  Philadelphia  office  forwarded  the  amount  needed  and  charged 
it  on  its  books  as  a  current  expense. 

Linnard  Stores,  Inc.,  featured  25-cent  toys.  In  1924  it  desired 
to  import  from  Czechoslovakia  building  blocks  and  paper  dolls 
to  be  sold  at  that  price.  Because  manufacturers  would  not  make 
the  toys  before  receipt  of  orders,  it  was  necessary  for  the  Lin- 
nard  Stores,  Inc.,  to  place  orders  in  November  and  December 
for  delivery  the  following  June  or  July.  The  season  for  selling 
toys  was  between  Hallowe'en  and  New  Year's  day.  The  com- 
pany was  undecided  in  September,  1924,  whether  to  purchase 
through  the  Prague  buying  office  or  to  send  the  resident  buyer 
from  Philadelphia.  No  other  company  buyer  who  could  pur- 
chase  satisfactorily  building  blocks  and  paper  dolls  was  going 
from  Philadelphia  to  Czechoslovakia. 


DIRECT  IMPORTING 


249 


Prior  to  191 7,  Linnard  Stores,  Inc.,  regularly  had  imported 
building  blocks  and  paper  dolls  from  the  territory  later  known  as 
Czechoslovakia.  The  company  had  sold  those  blocks  and  dolls 
for  25  cents  and  secured  a  satisfactory  gross  margin.  Because 
of  the  World  War  and  unsettled  foreign-exchange  conditions  be- 
tween 1917  and  1923,  domestic  merchandise  of  a  lower  quality 
than  that  which  could  be  obtained  abroad  had  been  substituted. 
The  head  buyer  desired  to  import  toys  again  as  soon  as  conditions 
for  importing  were  stabilized  enough  to  be  reasonably  satisfac- 
tory. 

In  1923  the  company  had  found  that  it  could  import  building 
blocks  and  dolls  at  a  landed  cost  that  would  make  possible  the 
50%  gross  margin  required  of  the  toy  department.  Since  the 
Czechoslovakian  exchange  was  so  unsettled,  exchange  transac- 
tions could  not  be  hedged.  The  current  terms  were  90  days' 
sight  draft  drawn  against  a  letter  of  credit  at  the  prices  quoted 
when  the  order  was  placed,  or,  if  the  exchange  rate  moved  against 
Czechoslovakia,  at  the  prices  at  the  time  the  merchandise  was 
shipped.  Because  exchange  rates  were  becoming  more  stable, 
the  Linnard  Stores,  Inc.,  had  decided  to  take  the  exchange  risk 
to  secure  the  merchandise,  and  placed  an  order  for  $75,000  worth 
of  toy  building  blocks  and  paper  dolls. 

The  company  had  decided,  in  1923,  that  the  size  of  the  order 
did  not  warrant  sending  the  resident  buyer  of  building  blocks  and 
paper  dolls  to  Czechoslovakia.  The  order,  therefore,  was  placed 
through  the  buyer  in  the  Prague  office  who  had  been  in  charge 
of  the  office  before  19 17  and  was  familiar  with  the  merchandise 
purchased  prior  to  that  year.  Although  he  secured  merchandise 
in  1923  that  fulfilled  the  specifications,  the  head  buyer,  the  resi- 
dent buyer,  and  the  import  manager  were  all  of  the  opinion  that 
better  merchandise  could  have  been  secured  for  the  same  price. 
The  company  did  not  anticipate  any  difficulty  in  disposing  of  the 
toys  at  the  regular  price.  It  desired,  however,  for  the  next  pur- 
chase to  get  the  better  values,  which  its  knowledge  of  the  market 
led  it  to  believe  were  obtainable. 

In  September,  1924,  because  the  exchange  rate  on  Czecho- 
slovakia was  fairly  stable,  the  company  did  not  doubt  that  it 
should  import  the  toys  which  it  desired.  But  there  was  doubt  as 
to  the  choice  of  the  purchasing  method.  The  resident  buyer  at 
Philadelphia  had  been  abroad  on  buying  trips  and  was  accus- 
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tomed  to  foreign  business  methods.  Besides  buying  wooden 
blocks  and  paper  dolls,  he  also  purchased  stationery  and  paper 
and  fiber  dishes.  The  latter  lines  he  had  bought  only  in  the 
domestic  market,  and  it  was  not  anticipated  that  he  could  find 
suitable  merchandise  in  those  lines  in  Czechoslovakia.  To  send 
him  would  involve  a  six-week  trip  and  would  cost,  for  traveling 
expenses,  about  $2,000.  Since  he  had  no  assistant  buyer,  in  his 
absence  other  buyers  would  have  to  purchase  his  lines  of  sta- 
tionery and  paper  dishes.  Substitute  buyers  were  not  thoroughly 
familiar  with  those  lines  and  might  neglect  their  own.  The  Lin- 
nard  Stores,  Inc.,  believed  that  the  time,  expense,  and  incon- 
venience involved  in  sen  ding  the  buyer  to  Czechoslovakia  could 
not  be  justified  fully  from  the  standpoint  of  cost,  unless  the  order 
amounted  to  $150,000.  Estimated  amounts  required  in  Septem- 
ber, 1924,  were  $82,500. 

If  the  Prague  office  were  used,  the  additional  cost  of  placing 
the  order  over  regular  expenses  of  that  office  would  be  for  travel- 
ing expenses  which  probably  would  not  exceed  $300.  That  would 
be  paid  from  the  commission  received  by  the  office.  The  buyer 
in  the  Prague  office  had  to  follow  up  all  orders  until  shipment, 
whether  placed  by  him  or  by  a  buyer  from  the  United  States. 
The  commission  for  buying  and  following  up  the  order  would 
not  amount  to  as  much  as  the  sum  of  the  expenses  of  sending  a 
buyer  to  Czechoslovakia  and  the  commission  to  the  buying  office 
for  following  up  the  orders  placed. 

The  company's  experience  had  been  that  the  resident  buyer 
had  better  judgment  of  comparative  merchandise  values  than  had 
the  one  at  Prague.  He  also  had  a  knowledge  of  the  merchandise 
offered  in  the  American  market  which  the  Prague  buyer  lacked. 
Because  of  that  knowledge,  the  buyer  from  the  central  office 
could  seek  values  which  compared  more  favorably  with  those 
obtainable  in  America.  The  Philadelphia  buyer  had  the  same 
knowledge  of  previous  sources  as  the  buyer  at  Prague.  In  the 
search  for  the  best  values,  he  might  uncover  new  sources  that 
the  regular  buyer  at  Prague  might  overlook.  The  buyer  from  the 
central  office  also  might  find  desirable  merchandise  in  his  other 
lines,  although  that  was  not  considered  probable. 

The  company  was  undecided  before  the  sale  of  the  merchandise 
secured  in  1923  whether  to  use  the  Prague  buying  office  or  to 
send  the  resident  buyer  from  Philadelphia.  Linnard  Stores,  Inc., 
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could  not  base  its  decision  on  the  success  with  which  the  mer- 
chandise sold,  but  only  on  its  comparison  of  the  toys  which  had 
arrived  with  what  it  believed  the  market  offered.  The  company 
could  afford  to  sacrifice  part  of  its  profits  to  send  the  resident 
buyer  from  Philadelphia  to  Czechoslovakia,  if  it  deemed  such 
action  necessary.  While  the  company  believed  that  an  order  of 
$150,000  was  necessary  to  justify  fully  the  sending  of  the  resident 
buyer  to  Czechoslovakia,  it  was  willing  to  send  him  for  a  smaller 
purchase,  if  that  was  considered  advisable  in  order  to  get  more 
satisfactory  values. 

Should  Linnard  Stores,  Inc.,  have  sent  its  regular  buyer  of 
wooden  blocks  and  paper  dolls  to  Czechoslovakia  in  1924  or 
should  it  have  employed  its  Prague  buying  office? 

13.  Carthage  Company 

use  of  the  leipzig  fair  by  buyers  of  specialty 

merchandise 

The  Carthage  Company  was  a  specialty  store  selling  at  retail 
women's  garments,  silks,  leather  goods,  jewelry,  glassware,  and 
crockery.  The  sales  of  glassware  and  crockery  in  1923  amounted 
to  approximately  $100,000.  Thirty-five  per  cent  of  these  prod- 
ucts were  of  domestic  origin.  The  remainder  came  chiefly  from 
England  and  France.  The  manager  of  the  merchandise  depart- 
ment was  undecided  as  to  whether  the  buyer  of  the  crockery  and 
glassware  department,  who  was  sent  to  Europe  annually,  should 
attend  the  Leipzig  fair  in  the  spring  of  1924. 

Annual  fairs  had  been  held  in  Europe  for  hundreds  of  years. 
In  addition  to  the  large  industrial  exhibitions,  such  as  were  held 
in  London  and  Paris  during  1924,  small  local  fairs  were  arranged 
in  many  of  the  smaller  cities  under  the  auspices  of  the  chambers 
of  commerce.  These  small  fairs  were  of  interest  chiefly  to  the 
local  population  and  displayed,  for  the  main  part,  merchandise  of 
local  manufacturers  only.  There  were  also  large  annual  fairs 
such  as  those  at  Nizhnii-Novgorod,  Leipzig,  Lyons,  and  Vienna, 
which  had  become  known  throughout  the  world.  Some  of  these 
lairs  were  discontinued  during  the  World  War,  but  had  been 
reestablished  after  1919.  Some  new  fairs  had  also  been  estab- 
lished. 
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The  fair  at  Vienna  was  the  smallest  of  the  three  large  fairs 
which  were  held  each  year.  The  merchandise  displayed  there 
was  made  ordinarily  by  the  small  manufacturers  and  shop  keep- 
ers. It  consisted  of  lace  work,  beads,  leather  goods,  and  articles 
in  which  the  handwork  was  important.  The  fair  at  Lyons, 
France,  was  noted  chiefly  for  its  silks,  ribbons,  gloves,  and  glass- 
ware. The  fair  at  Leipzig  was  held  both  in  the  spring  and  in  the 
faD.  It  was  the  largest  of  the  three  fairs,  and  merchandise  from 
almost  all  European  countries  was  displayed,  although  the  prod- 
ucts  from  Germany  and  Czechoslovakia  were  most  important. 
The  spring  fair  was  noted  especially  for  its  exhibits  of  china, 
glassware,  and  pottery,  while  the  fall  fair  specialized  in  displays 
of  furs  and  household  articles  such  as  cooking  utensils  and  cheap 
furniture.  The  merchandise  displayed  at  both  of  these  fairs  was 
ordinarily  of  two  widely  different  types;  namely,  that  which  was 
manufactured  for  South  American  and  African  consumption,  and 
that  which  was  manufactured  for  American,  English,  and  Con- 
tinental markets. 

Until  19 14  the  Carthage  Company  had  sold  annually  from 
$15,000  to  $20,000  worth  of  German  and  Bohemian  glassware 
and  pottery  purchased  directly  from  the  manufacturers  or  from 
factory  agents  in  New  York.  In  192 1  the  sales  of  glassware 
and  pottery  from  Germany  and  Bohemia  amounted  to  only  about 
$2,000.  In  that  year,  the  first  Leipzig  fair  following  the  World 
War  was  held.  The  company  sent  its  buyer  to  this  fair.  The 
manager  of  the  merchandise  department  believed  that,  with  the 
reestablishment  of  German  manufacturers,  German  products 
again  would  become  popular  in  the  United  States.  The  manager 
was  convinced,  furthermore,  that  the  buyer  would  be  able  to 
determine  the  new  products  and  designs  which  were  being  manu- 
factured and  would  be  able  to  choose  articles  which  were  most 
likely  to  find  a  ready  sale  in  the  United  States.  The  company 
was  disappointed  with  the  results  of  the  buyer's  trip  to  the  Leipzig 
fair.  The  manufacturers  who  had  displayed  their  products  had 
not  appeared  eager  to  negotiate  with  American  purchasers.  The 
crowds  at  the  fair,  moreover,  had  made  it  difficult  for  the  buyer 
to  find  those  articles  in  which  he  was  interested.  Such  a  quan- 
tity of  products  of  all  types  had  been  exhibited  that  it  had  been 
necessary  to  look  at  many  displays  before  the  articles  in  which 
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the  Carthage  Company  was  interested  could  be  found.  Practi- 
cally no  products  of  new  design  had  been  secured. 

Although  the  purchases  had  been  made  from  12  different  manu- 
facturers, a  few  of  whom  were  among  the  most  reputable  German 
manufacturers  and  some  of  them  manufacturers  from  whom  the 
company  had  purchased  previous  to  19 14,  the  company  was  dis- 
satisfied with  the  way  in  which  orders  had  been  filled.  Deliv- 
eries were  not  made  upon  schedule;  merchandise  which  had  been 
purchased  for  delivery  in  three  months  did  not  arrive  for  six 
months.  The  merchandise  which  had  been  shipped  had  not  been 
of  the  quality  which  the  buyer  had  ordered.  The  manufacturers 
had  been  unwilling  to  make  any  reasonable  settlement  of  the 
claims  instituted  by  the  company.  The  buyer  believed  that, 
although  the  fair  had  been  equal  in  attendance  to  any  held  pre- 
vious to  1 9 14  and  even  superior  in  some  of  the  displays,  unsatis- 
factory results  had  been  caused  by  the  low  morale  of  the  German 
manufacturers,  the  result  of  the  disrupted  economic  and  monetary 
conditions. 

The  company  was  so  dissatisfied  that  in  1922  and  1923  the 
buyer  of  glassware  and  pottery  did  not  attend  the  Leipzig  fair 
although  he  made  his  annual  trip  to  Europe  in  both  years.  Dur- 
ing those  years  the  Carthage  Company  purchased  all  its  German, 
Bohemian,  and  Czechoslovakian  glassware  and  pottery  through 
manufacturers'  agents  located  in  New  York  City.  Such  merchan- 
dise was  purchased  from  the  stocks  which  these  agents  main- 
tained in  the  United  States,  which  were  as  complete  as  those 
displayed  by  the  manufacturer  at  the  fair.  The  company  found 
it  difficult  to  obtain  from  the  New  York  agents  merchandise  which 
was  different  from  that  of  competitors.  This  disadvantage  occa- 
sionally was  overcome  by  ordering  for  future  delivery  a  special 
design  placed  on  glassware  of  a  slightly  different  shape  or  color 
than  that  which  the  agent  carried  in  stock.  The  total  sales  of 
this  class  of  merchandise  had  remained  at  about  $2,000  annually 
during  1922  and  1923. 

The  total  expenses  of  the  buyer's  trip,  which  ordinarily  re- 
quired from  six  weeks  to  two  months,  amounted  to  about  $20  a 
day.  Under  the  itinerary  which  the  company  planned  for  the 
J924  trip,  the  buyer  was  scheduled  to  return  to  the  United  States 
slightly  before  the  opening  of  the  Leipzig  fair.  The  merchandise 
manager  estimated  that  if  the  buyer  visited  the  Leipzig  fair,  it 
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would  be  necessary  for  him  to  remain  in  Europe  from  two  to 
three  weeks  longer.  This  meant  an  added  expense  of  from  $300 
to  $400.  The  company  saw  no  reason  why  the  results  should 
be  any  different  from  those  of  the  192 1  fair.  The  buyer  of  glass- 
ware and  crockery  for  the  Carthage  Company  had  not  attended 
the  fair  at  Lyons  since  its  reestablishment  in  19 19. 

It  was  possible  that  sufficient  advantages  might  be  derived  to 
make  the  buyer's  presence  at  the  Leipzig  fair  advisable.  The 
Carthage  Company  preferred  at  all  times  to  purchase  distinctive 
merchandise  which  differed  from  that  of  its  competitors.  New 
designs  might  be  found  at  the  Leipzig  fair  and  the  buyer  might 
become  acquainted  with  new  manufacturers  and  manufacturers 
whose  products  had  not  been  sold  in  the  United  States.  The 
company  had  found,  furthermore,  that  it  was  advantageous,  when 
purchasing  from  manufacturers'  agents  located  in  the  United 
States,  to  send  buyers  to  the  countries  of  production  whether  these 
buyers  made  large  purchases  or  not.  This  trip  enabled  the  buyer 
to  become  acquainted  thoroughly  with  the  changes  in  design  and 
in  pattern  as  well  as  with  the  prospective  changes  in  prices  and 
in  buying  conditions.  This  knowledge  enabled  the  buyer  to  pur- 
chase more  advantageously  from  the  manufacturer's  agent  who, 
knowing  that  the  buyer  had  visited  the  manufacturers  in  the 
country  of  production,  was  inclined  to  give  him  better  service  than 
he  otherwise  would  have  received. 

The  manager  of  the  merchandise  department  was  not  certain, 
however,  that  articles  of  German  manufacture  would  come  again 
into  popularity  in  the  United  States.  It  had  appeared  that  preju- 
dice against  German  products  as  a  result  of  the  World  War  still 
existed.  The  merchandise  manager  of  the  Carthage  Company 
was  of  the  opinion  that  the  European  fairs  did  not  yield  suffi- 
ciently satisfactory  results  to  recompense  the  company  for  send- 
ing buyers  to  them.  It  was  his  opinion  that  since  the  company 
desired  only  merchandise  of  a  high  quality  which  was  different 

from  competitors',  these  products  could  be  purchased  most  satis- 
factorily by  sending  the  buyer  directly  to  the  small  manufacturers 
and  producers. 

The  merchandise  manager  decided  that  the  buyer  should  no 
attend  the  Leipzig  fair,  a  decision  with  which  the  buyer  himself 

*\  \*  i  trr^t  1 . 
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14.  Brinmer  Wholesale  Grocery  Company 

PURCHASE  OF  GREEN  COFFEE  DIRECT  FROM  PLANTERS 

Prior  to  1922  the  buyer  of  imported  merchandise  for  the 
Brinmer  Wholesale  Grocery  Con^any,  in  Philadelphia,  had  pur- 
chased green  coffee  from  brokers  in  Philadelphia  and  New  York 
or  from  import  mercnants  in  New  York.  In  1922  the  owner  of  a 
large  plantation  in  Sao  Paulo  called  upon  the  buyer  and  suggested 
that  the  company  purchase  directly  from  him. 

The  customers  of  the  Brinmer  Wholesale  Grocery  Company 
had  been  retained  for  years.  Five  blends  of  coffee  were  sold 
under  the  company's  own  brand.  These  blends,  which  had  been 
maintained  for  55  years,  included  coffee  from  South  America, 
Central  America,  Mexico,  and  the  Far  East.  Fifteen  thousand 
bags  of  green  coffee,  132  pounds  each,  were  purchased  yearly. 
Coffee  of  the  grade  raised  by  the  planter  who  suggested  direct 
importation  approximated  10%  of  the  total  quantity  used  by 
the  Brinmer  Wholesale  Grocery  Company  in  its  blends.  Coffee 
purchased  was  roasted  in  ovens  operated  by  the  Brinmer  Whole- 
sale Grocery  Company  in  its  own  warehouse. 

The  body,  acidity,  and  flavor  of  coffee  were  not  subject  to 
chemical  tests;  they  could  be  determined  only  by  an  expert  from 
a  cup  test  of  roasted  beans.1  Blends  were  maintained  only  by 
rigid  adherence  to  specified  proportions  and  to  the  quality  of 
beans  used.  South  American  coffees  differed  between  localities 
and  countries;  the  farther  north  they  were  grown,  the  heavier  was 
the  quality.  Mexican  coffee  had  a  rank,  heavy  flavor. 

Coffee  grown  in  Brazil  was  sacked  by  planters  and  sold  to 
"commissarios"  at  Santos  or  Rio  de  Janeiro,  who  made  rigid  tests 
of  each  bag  of  the  green  beans  in  order  to  insure  conformity  of 
the  lot  to  samples  submitted.  "Commissaries"  then  sold  on  the 
basis  of  sample  to  export  merchants  who  also  made  rigid  tests. 
Export  merchants  sold  to  import  merchants  in  the  United  States, 
or  shipped  green  coffee  to  New  York  on  their  own  account,  where 
it  was  stored  in  public  warehouses  until  sale  could  be  effected 
through  brokers.  Two  or  three  Brazilian  exporters  had  branch 
offices  and  warehouses  in  New  York.  American  importers  bought 

xAt  a  cup  test,  roasted  beans  were  ground  and  brewed,  as  in  the  home;  the 
brew  then  was  tasted,  either  plain,  or  flavored  with  cream  and  sugar.  A  coffee 
was  considered  rank,  soft,  acid,  or  otherwise,  according  to  taste  as  compared 
with  other  coffee  brews. 
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either  on  their  own  account  from  Brazilian  exporters  or  had 
offices  in  Brazil  through  which  purchases  were  made  from  com- 
mission  merchants  and,  occasionally,  from  planters. 

The  coffee  buyer  of  the  Brinmer  Wholesale  Grocery  Company 
received  calls  from  representatives  of  New  York  import  mer- 
chants and  brokerage  firms.  These  salesmen  had  raw  and  roasted 
samples  of  lots  of  green  coffee,  actually  in  warehouses  in  New 
York.  The  buyer  made  a  cup  test  of  the  roasted  sample.  If, 
for  any  reason,  he  suspected  that  the  green  sample  and  the  roasted 
sample  were  not  from  the  same  lot,  he  roasted  the  green  sample 
for  a  cup  test.  If  satisfied,  he  ordered  "subject  to  confirmation 
of  sample."  Thereupon  the  salesman  determined  which  sampling 
company  in  New  York  was  preferred  by  the  buyer  and  forwarded 
to  it  the  brand  name  and  lot  number  to  be  tested.2  The  sampling 
company  drew  a  sample  from  each  bag  of  the  lot.  A  composite 
roasted  sample  then  was  made  the  subject  of  a  cup  test  by  the 
buyer. 

If  the  buyer  continued  to  purchase  through  New  York  mer- 
chants or  brokers,  he  was  assured  of  quality,  sincere  could  reject 
shipments  which  did  not  conform  to  specifications.  He  had  been 
able  to  secure  continuity  of  shipments.  In  1922,  however,  the 
buyer  believed  that  warehouse  stocks  in  New  York  were  not  suffi- 
cient to  provide  an  adequate  supply  at  all  times.  Smaller  quan- 
tities could  be  ordered  from  New  York  than  from  Brazil.  Pur- 
chases from  planters  had  to  be  made  in  quantities  of  2^0  bags 
or  more  in  order  to  secure  shipment.  This  was  more  than  was 
desired  customarily.  The  buyer  had  nothing  to  do  with  the 
details  of  shipment  in  Brazil.  He  did  have  to  attend  to  marine 
insurance  and  to  customs  details  at  Philadelphia.  On  the  other 
hand,  prices  paid  were  from  %  to  l/2  of  1  cent  per  pound 
higher,  f.o.b.  New  York,  than  when  imported  directly,  cost  and 
freight,  Philadelphia.  In  addition,  the  Brinmer  Wholesale  Gro- 
cery Company  had  to  pay  freight  from  New  York  to  Philadel- 
phia.8 The  costs  of  services  performed  or  the  profits  made  by 
Brazilian  commissionaires,  Brazilian  exporters,  New  York  im- 

3  Sampling  companies  in  New  York  specialized  in  drawing  and  testing  samples 
of  green  coffee  in  private  or  public  warehouses  in  that  port.  They  were  employea 
both  by  sellers  and  buyers  of  green  coffee. 

■  Freight  quotations  by  Pennsylvania  R.  R.  System: 
Green  coffee— carload,  minimum  weight  30,000  lbs.,  19.5  cents/100  lbs.;  less 
than  carload,  33  cents/100  lbs. 
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porters,  or  New  York  brokers  caused  the  difference  in  the  price  of 
green  coffee.  New  York  importers  performed  warehouse  functions 
and  attended  to  customs  details  and  forwarding  for  their  cus- 
tomers. 

A  policy  of  purchase  from  Brazilian  planters  was  open  to  ques- 
tion because  crops  varied  from  year  to  year.  The  New  York 
coffee  exchange  had  established  eight  grades  of  coffee,  determined 
by  the  number  of  imperfections  per  pound  of  green  coffee,  but 
planters  could  not  be  relied  upon  to  conform  to  these  specifica- 
tions. Samples  were  not  possible  or  feasible  because  of  the  time 
consumed  in  transporting  them.  Orders  had  to  be  placed,  there- 
fore, on  exchange  numbers  and  on  descriptive  terms,  such  as 
medium,  light,  heavy,  acid,  or  sweet.  Such  an  informal  classifica- 
tion was  extremely  inadequate  because  of  the  different  interpreta- 
tions which  the  individual  planters  might  place  upon  the  relative 
terms  of  description.  Sailings  to  Philadelphia  from  Brazil^had 
been  infrequent  and  uncertain  but  were  becoming  more  regular. 

A  broker  represented  the  coffee  planter  in  Philadelphia.  When 
orders  were  placed  with  him,  he  cabled  them  to  the  planter.  The 
purchaser  then  arranged  payment  by  establishing  a  dollar  letter 
of  credit  with  his  bank  in  Philadelphia,  which  forwarded  the 
original  to  its  correspondent  in  Brazil.  A  copy  of  the  letter  of 
credit  was  given  to  the  broker  by  way  of  confirmation  and  sent 
by  him  to  the  planter.  The  planter  received  payment  on  presenta- 
tion of  shipping  documents  to  the  correspondent  bank  in  Brazil. 
Title  to  the  coffee,  shipped  on  terms  of  cost  and  freight  to  the 
point  of  destination,  rested  with  the  purchaser  after  the  coffee 
was  loaded  upon  the  boat  at  the  port  of  shipment.  The  Brinmer 
Wholesale  Grocery  Company  thus  incurred  the  risk  that  the  coffee 
might  not  meet  the  specifications.  The  distance  was  too  great 
to  permit  a  return  of  the  shipment  and  the  company's  only  re- 
course would  be  refusal  to  make  further  purchases.  If  shipments 
were  delayed,  the  buyer  might  have  to  buy  in  the  New  York 
market  in  order  to  secure  a  continuous  supply.  According  to  the 
best  information  obtainable  from  other  customers  of  the  planter, 
he  was  reliable  and  had  proved  his  ability  to  carry  out  his  agree- 
ments for  direct  shipments.  The  buyer,  accordingly,  decided  to 
purchase  directly  from  the  planter  although  it  was  contrary  to  his 
general  policy  of  purchasing  coffee. 


IMPORT  PURCHASING 


15.  Raynet  Rubber  Company 

ESTABLISHING  CONNECTIONS  IN  SINGAPORE  BY  RUBBER  BROKERS 

In  192 1  the  Raynet  Rubber  Company  was  organized  in  New 
York  City  as  a  partnership  for  rubber  brokerage.1  The  partners 
were  familiar  from  long  experience  with  the  methods  of  making 
transactions  in  the  rubber  industry  and  had  many  acquaintances 
among  the  New  York  rubber  merchants.  The  bulk  of  rubber 
shipments  from  Europe  to  the  United  States  came  from  London; 
but  a  small  percentage  came  from  other  parts  of  Europe.  Fre- 
quently rubber  prices  at  London  or  Hamburg  were  lower  than 
at  Brazil  or  Singapore.  A  broker  needed  connections  at  one  or 
more  of  the  actual  producing  centers,  however,  in  order  to  keep 
buyers  informed  of  daily  price  fluctuations. 

The  senior  partner  of  the  Raynet  Rubber  Company  appreciated 
the  value  to  his  business  of  reliable  foreign  connections.  Connec- 
tions with  the  few  European  market  centers  which  shipped  rub- 
ber could  be  arranged  easily,  and,  in  many  instances,  by  cor- 
respondence. It  was  practically  impossible,  however,  to  arrange 
by  correspondence  for  connections  in  a  rubber  producing  center. 
The  senior  partner  decided,  therefore,  that  the  interests  of  the 
business  warranted  his  taking  a  trip  to  Singapore  for  the  purpose 
of  making  such  connection. 

Practically  all  the  rubber  produced  in  Malaya  and  in  the  Dutch 
East  Indies  is  shipped  or  transshipped  from  Singapore.  At  the 
weekly  rubber  auctions  in  Singapore,  the  offerings  of  many  rubber 

*Both  manufacturers  and  merchants  import  rubber  into  the  United  States 
A  few  manufacturers  own  rubber  estates  in  the  producing  centers;  in  other 
instances,  manufacturers  contract  for  the  output  of  certa 111 »  es 
facturers  import  directly  through  agents jn  the  P~ducmg  ^rs  and  usually 
maintain  representatives  who  are  associated  with  the  organization  of  the  foreign 
r^ytog  agenu     Such  representatives  make  sure  that  the  agents'  Purchases  of 
E  corre^ond  to  the  quality  and  quantity  ordered  and  that  the  buying 
agents  act  in  the  best  interests  of  the  manufacturer. 
g  Most  rubber  merchants  in  the  United  States  are  located  m  New  York  City. 
They  import  for  their  own  accounts  and  sell  directly  or  through  brokers^ to  manu 
facturers     Occasionally,  such  merchants  have  their  own  buying  . co^ecUons 
abroad,  but  it  is  more  usual  for  merchants  to  purchase  through  rubber  broken. 
Rubbed  brokers  are  in  constant  communication  with  the  various i  points  from 
which  rubber  is  shipped  and  ordinarily  have  *^B^«™^^^toW£ 
points.   Brokers  receive  daily  offers  for  shipment  and  communicate  them  to  tne 
rubber  merchants.   When  a  merchant  accepts  an  ^^X^^^ 
foreign  shipper,  since  the  broker  acts  only  as  a  go-between  in  bringing  the  Duyw 
andleller  together.   The  quoted  price  of  the  rubber  mcludes  the  broker  s  com 
mission    Brokers  usually  make  their  offers  to  rubber  merchants  only,  as  u  » 
considered  a  breach  of  ethics  for  brokers  to  sell  to  manufacturers. 
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estates  were  quoted  and  sales  were  made.  In  addition,  many 
estates  maintained  agents  in  Singapore  and  frequently  one  agent 
acted  for  a  number  of  estates.  These  agents  supervised  the  sale 
of  the  estate  rubber  and  acted  also  as  buying  agents  in  procuring 
estate  requirements.  Many  small  estates  and  many  estates  owned 
or  controlled  by  natives  had  no  agents  but  made  all  sales  directly 
from  their  estates  to  resident  buying  representatives  or  at  the 
rubber  auctions. 

The  senior  partner  of  the  Raynet  Rubber  Company  found  that 
most  selling  agents  were  English-controlled  companies  with  Euro- 
pean personnel.  Most  of  the  companies  had  been  engaged  in  busi- 
ness for  many  years  and  were  thoroughly  reliable.  Most  of  them, 
however,  already  had  sufficient  connections.  After  investigating 
a  number  of  native  producers,  the  senior  parjtner  met  a  Chinese 
named  Soon  Tye,  who  was  the  owner  of  an  estate  on  Singapore 
Island.  This  Chinese  had  been  in  the  habit  of  selling  his  product 
at  the  Singapore  auctions.  His  bank  reported  him  to  be  finan- 
cially responsible  and  other  Singapore  companies  had  a  high 
regard  for  his  honesty  and  business  integrity.  Soon  Tye  had 
incorporated  his  holdings,  but  he  still  controlled  the  operations 
of  the  company.  It  was  impossible,  however,  to  get  accurate  fig- 
ures as  to  the  amount  of  capital  actually  involved  in  the  operation 
of  his  estate.  A  careful  investigation,  however,  showed  that  the 
estate  was  up-to-date  in  every  respect,  and  was  managed  con- 
servatively and  operated  efficiently.  Production  seemed  to  be 
stable  and  the  rubber  produced  was  of  high  grade.  The  senior  \ 
partner  of  the  Raynet  Company  learned  that  Soon  Tye  was  will-] 
ing  to  establish  direct  relations  with  New  York  buyers.  He  was  1 
prepared  to  furnish  the  Raynet  Company  with  daily  cables  of 
offerings  and  conditions  in  the  rubber  market,  and  was  willing  to  l 
allow  a  2%  commission  on  all  orders  which  the  company  placed. 

Fluctuations  in  the  price  of  rubber  made  the  selection  of  a  ^ 
reliable  connection  particularly  important.  Merchants  in  New 
York  ordinarily  purchased  for  future  delivery,  and  it  often  hap- 
pened that  in  the  time  which  elapsed  between  the  sale  and  the 
date  of  shipment  by  the  Singapore  producer,  the  price  fluctuated 
to  such  an  extent  that  the  producer  could  receive  more  for  his 
rubber  by  selling  at  the  Singapore  auctions  than  by  shipping  in 
response  to  his  New  York  engagement.  For  this  reason,  the 
senior  partner  would  have  preferred  to  deal  with  a  European 
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organization  since  he  distrusted  the  reliability  of  Oriental  com- 
panies, even  if  they  were  financially  sound.  Nevertheless,  the 
senior  partner  decided  to  place  orders  with  Soon  Tye  because  all 
the  reports  concerning  his  business  and  his  business  integrity  were 
favorable. 

In  July,  1924,  the  Raynet  Company  received  a  cable  offer  from 
Soon  Tye  of  50  tons  of  rubber  at  16  pence  per  pound.  The  Ray- 
net  Company  immediately  communicated  with  merchants  in  New 
York  City  and  succeeded  in  placing  the  entire  quantity  with  one 
merchant.  Acceptance  of  the  offer  was  cabled  to  the  producer 
at  Singapore,  and,  in  accordance  with  the  usual  practice,  the 
New  York  purchaser  opened  an  irrevocable  confirmed  letter  of 
credit  which,  in  this  instance,  was  at  60  days'  sight  on  London. 
By  the  first  of  August,  therefore,  the  Chinese  producer  in  Singa- 
pore was  entirely  secure  in  the  transaction.  A  few  days  after  his 
purchase,  the  New  York  merchant  had  contracted  to  sell  the  rub- 
ber for  arrival  early  in  November. 

During  August,  the  price  of  rubber  advanced  so  that  by  the 
early  part  of  September  rubber  sold  at  the  Singapore  auctions 
at  a  price  higher  than  the  July  offer  of  Soon  Tye.  Instead  of  mak- 
ing shipment  to  the  New  York  purchaser  in  September,  Soon  Tye 
sold  his  entire  output  at  the  Singapore  auctions. 

When  the  purchaser  in  New  York  failed  to  receive  the  declara- 
tion of  shipment  by  the  first  of  October,  he  asked  the  Raynet 
Company  for  the  reason.  The  Raynet  Company  could  give  him 
no  information  at  the  time,  but  within  a  few  days  received  word 
from  the  Singapore  producer  that  he  did  not  propose  to  ship  the 
rubber.  The  company  communicated  this  information  to  the 
New  York  merchant.  Although  the  merchant  had  a  case  in 
contract  against  the  producer  in  Singapore,  this  right,  at  a  distance 
of  12,000  miles,  was  intangible  as  a  practical  asset.  The  mer- 
chant, however,  was  obliged  to  fill  his  contract  with  the  manu- 
facturer, especially  since  he  valued  his  own  business  reputation. 
The  buyer  accordingly  went  into  the  New  York  market  and 
bought,  at  the  current  price  of  34^2  cents  a  pound,  50  tons  of 
rubber  of  the  same  grade  as  that  contracted  for  in  Singapore.  The 
merchant  had  engaged  to  resell  the  original  purchase  at  33  cents 
a  pound,  which  would  have  netted  him  a  profit  of  about  1  cent  a 
pound  on  the  purchase  price  of  16  pence.   Under  the  circum- 
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stances,  however,  he  took  a  loss  of  ij/2  cents  a  pound  on  50  tons 
of  rubber;  a  total  loss  of  $1,500. 

Although  the  Raynet  Rubber  Company  did  not  hold  itself  re- 
sponsible for  the  loss  sustained  by  its  client,  it  appreciated  the 
importance  in  establishing  a  successful  business  of  acting  for  sell- 
ers who  at  all  times  would  fulfill  their  obligations.  One  of  the 
partners  accordingly  left  for  Singapore  for  the  purpose  of  mak- 
ing new  arrangements. 

C.  CONTROL  OF  PRODUCTION  IN  FOREIGN  COUNTRIES 
16.  Downing  Plate  Glass  Company 

REESTABLISHMENT  OF  FACTORY  IN  BELGIUM  FOR  IMPORT  INTO 

THE  UNITED  STATES 

The  officers  of  the  Downing  Plate  Glass  Company  in  192 1 
had  to  decide  whether  to  rebuild  a  factory  in  Belgium  which  had 
been  destroyed  during  the  German  invasion  in  1914-1918,  or 
to  withdraw  from  foreign  manufacture.  The  original  factory 
had  been  bought  intact  by  the  company  in  1900  and  the  Bel- 
gian administrative  and  operative  force  had  continued  with  the 
new  ownership.  The  destruction  of  the  factory  presented  the 
problem  of  its  reestablishment  in  192 1  under  economic  condi- 
tions quite  different  from  those  which  had  affected  purchase. 

The  manufacture  of  polished  plate  glass  in  the  United  States 
increased  from  9,000,000  ssuare  feet  in  1896  to  75,000,000 
square  feet  in  1917.  The  development  of  the  automobile  in- 
dustry and  the  increasing  use  of  plate  glass  in  construction  and 
in  display  cases  had  caused  the  bulk  of  the  expansion.  With 
the  exception  of  a  few  grades  of  clay  and  emery,  all  the  raw 
materials  needed  for  domestic  manufacturing  were  produced  in 
the  United  States.  The  use  of  foreign  clays  was  not  essential 
and  American  emery  was  used,  although  it  was  less  satisfactory 
than  that  imported  from  the  Turkish  and  Greek  islands.  The 
evolution  of  the  plate  glass  industry  after  1896  had  affected 
practically  every  department,  and  hardly  a  building  or  machine 
in  use  in  1920  had  been  in  service  25  years  before  the  Downing 
Plate  Glass  Company  had  improved  its  processes  through  the 
expenditure  of  many  thousands  of  dollars. 

The  importation  of  European  plate  glass  into  the  United  States 
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doubled  between  1899  and  1914,  but  its  ratio  to  domestic  plate 
glass  production  decreased  slightly.  The  imports  of  plate  glass 
were  mostly  to  cities  on  or  near  the  Pacific,  Atlantic,  or  Gulf 
coasts.  The  saving  in  freight  rates  to  those  cities  from  the 
European  factories,  compared  to  the  real  rates  from  the  Pitts- 
burgh plant  to  the  coast,  counterbalanced  the  import  tariff.  Only 
the  best  qualities  of  plate  glass  could  be  imported  economically 
because  of  the  high  tariff  charges. 

In  1904  an  association,  known  as  the  International  Conven- 
tion of  Plate  Glass  Manufacturers,  was  formed  to  alleviate  the 
bad  effects  of  the  keen  competition  among  its  members.  It  in- 
cluded 25  companies,  whose  factories  were  located  in  France, 
Belgium,  Netherlands,  Germany,  Austria  Hungary,  Italy,  and 
practically  all  the  European  plate  glass  manufacturers  except 
one  English  firm  and  the  Russian  factories.  Its  object  was  to 
curb  overproduction  and,  by  equalizing  production  and  consump- 
tion, to  regulate  prices.  The  earnings  of  several  of  the  factories 
were  as  high  as  83%  per  annum  on  their  capital,  and  annual 
dividends  as  high  as  30%  were  paid.  In  order  to  reduce  the 
productive  capacity  and  regulate  output,  the  syndicate  reduced 
the  number  of  machines  used  instead  of  closing  down  during 
any  of  the  working  days  of  the  year.  The  board  of  manage- 
ment of  the  syndicate  met  every  three  months  to  regulate  pro- 
duction. All  selling  prices  were  fixed  by  the  association  and 
usually  were  followed  by  the  independent  companies.  A  cor- 
poration was  organized  in  1912,  which  became  the  syndicate's 
sole  selling  agency.  Besides  regulating  the  production  of  every 
factory  in  the  syndicate,  it  purchased  the  complete  output  at  a 
price  which  it  determined  and  sold  it  throughout  the  world  at 
prices  and  under  conditions  which  it  fixed.  The  corporation 
controlled  every  market  of  the  world  except  that  of  the  United 
States,  where  approximately  half  the  world's  production  was 
consumed.  Depending  for  its  profits  on  its  trade  in  other  coun- 
tries where  it  dictated  prices,  the  syndicate  could  afford  to  sell 
in  the  American  market  at  a  lower  price  than  elsewhere  in  order 
to  keep  its  factories  in  full  operation.  The  Downing  Plate  Glass 
Company  was  not  a  member  of  the  syndicate. 

American  plate  glass  manufacturers  maintained  that  they  were 
dependent  on  a  protective  tariff  in  normal  years.  But  foreign 
competition  was  removed  by  the  war  in  1914,  and  American  man- 
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ufacturers  of  plate  glass  entered  foreign  markets.  The  value  of 
imports  into  the  United  States  decreased  from  $511,058  in  1913 
to  $2 10  in  19 1 8,  while  the  value  of  exports  increased  from  $35,164 
in  1913  to  $3,156,627  in  1918.  The  Downing  Plate  Glass  Com- 
pany, however,  expected  to  lose  its  export  market  after  peace  had 
been  restored  and  the  European  manufacturers  had  reestablished 
themselves;  no  plans  for  continuance  of  exports  were  regarded 
as  feasible.  The  proposed  tariff  rates  in  the  Fordney-McCum- 
ber  Act  increased  the  duty  on  plate  glass  over  that  charged  by 
the  Underwood  Tariff  Act.   Comparative  rates  were: 


Classification 

Rate  of  Duty  per  Square  Foot 

Act  of  1909 

Act  of  1913 

Act  of  1922 

Not  exceeding  384  square  inches. . . 
384  square  inches  to  720  square 

$.10 

.125 
.225 

$.06 

.08 
.12 

$  135 

.  16 
.21 

The  glass  manufacturers  maintained  that  the  protection  af- 
forded by  the  Underwood  Law  was  inadequate,  especially  on 
the  sizes  of  plate  glass  under  10  square  feet.  The  percentages 
of  imports  of  each  specified  size  during  1913-1914  were:  not 
exceeding  384  square  inches,  3.7%  in  1913,  6.54%  in  1914; 
above  384  square  inches  and  not  exceeding  720  square  inches, 
71.05%  in  1913,  63.64%  in  1914;  above  720  square  inches, 
25.25%  in  1913,  29.82%  in  1914. 

The  plate  glass  imported  consisted  mainly  of  the  finer  and 
more  expensive  grades.  Most  of  it  was  used  for  mirrors.  Im- 
ports of  plate  glass  into  the  United  States  from  1912  to  192 1 
^wrere . 


Year 

^9*2 ...................................... 

^9^3 •.••••«•»••«••..«.•.•..>•••».•••....•• 

W4  

XW  

*y*" ••**..*>>**•».••»...•.•*••••....•....• 

^9^7. ••••••• •  

1918  

1919  

1920  

1921  


Square  Feet 

1,001,332 
2,197,161 
2,111,096 
15,865 
11,869 

3,504 
275 

4,i73 
2,569,565 
3,io6,6S9 


Value 

$  260,568 
5",058 
489,359 
7,305 
10,160 
6,503 
210 

3,055 
2,271,288 
2,069,607 


After  the  passage  of  the  Underwood  Law  in  1913,  the 
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continental  syndicate  prevented  excessive  importation  of  plate 
glass  into  the  United  States  by  its  control  of  prices  and  produc- 
tion. The  prices  charged  by  the  syndicate  were  high  and  were 
continued  even  after  the  lower  duties  became  effective.  If  open 
market  conditions  had  been  permitted,  or  if  the  syndicate  had 
made  good  its  threat  to  quote  special  prices  for  the  United  States 
market,  it  could  have  overloaded  the  market,  especially  in  the 
smaller  sizes.  The  individual  manufacturers  in  the  syndicate 
were  restive  because  the  prices  charged  excluded  them  from  the 
United  States  and  caused  them  to  check  their  output  in  order  to 
prevent  overloading  their  own  markets.  Repeated  debates  were 
reported  on  the  advisability  of  a  special  price  to  the  American 
market  that  would  enable  the  foreign  factories  to  operate  at 
capacity  and  sell  their  surplus  in  the  United  States.  Frequently 
the  prices  charged  in  the  past  by  foreign  companies  in  the 
United  States  were  as  much  as  30%  to  40%  lower  than  those 
charged  in  the  home  markets.  Although  the  companies  necessarily 
did  not  sell  below  cost,  the  utilization  of  the  surplus  output 
reduced  the  cost  of  the  entire  product  decidedly  and  the  profit 
on  the  plate  glass  sold  in  the  other  markets  was  increased  pro- 
portionately. 

The  cost  of  manufacture  in  the  Belgian  plant  of  the  Downing 
Plate  Glass  Company,  in  common  with  continental  plate  glass 
factories,  was  less  than  the  cost  in  American  factories.  In  192 1 
the  Downing  Plate  Glass  Company  presented  cost  figures  to  the 
Finance  Committee  of  the  Senate  to  support  the  demand  for  a 
higher  tariff  rate  on  plate  glass;  in  Belgium,  the  cost  was  asserted 
to  be  2$y2  cents  a  square  foot,  while  the  cost  in  the  United 
States  was  said  to  be  55.85  cents.  Production  in  1920  had 
reached  the  level  of  1914.  The  foreign  factories  had  the  ad- 
vantage of  a  better  trained  and  more  skilful  labor  force  than 
the  American  factories  had.  Belgium  manufacturers,  generally, 
had  the  advantage  of  lower  costs  and  superior  workmanship. 
Because  of  the  high  freight  rates  from  the  center  of  the  plate 
glass  industry  around  Pittsburgh  to  the  Pacific  Coast  states1 
and  the  lower  costs  of  production  in  the  European  factories,  the 
continental  manufacturers  were  enabled  in  those  states  to  un- 

1In  1924  the  rate  on  plate  glass  direct  from  Antwerp  to  San  Francisco  via  tht 
Panama  Canal  was  32*  per  1,000  kilos,  or  approximately  35  cents  per  100  bs. 
Rail  rates  from  Pittsburgh  to  San  Francisco  were  from  $1.75  to  $2.50  per  100  lbs. 
in  carload  lots. 
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dersell  the  American  factories,  even  with  the  high  tariff  protec- 
tion of  the  Fordney-McCumber  Tariff  Law.  The  syndicate  had 
resumed  control  of  production  after  the  treaty  of  peace  in  19 19. 
Members,  however,  were  not  restricted  in  price  quotations  to  the 
United  States. 

Following  the  treaty  of  peace  with  Germany  in  192 1,  the 
Downing  Plate  Glass  Company  was  awarded  $3,000,000  dam- 
ages against  the  German  Government  because  of  the  destruction 
of  the  Belgian  factories  during  the  German  occupation.  The 
officers  of  the  Downing  Plate  Glass  Company  decided  in  192 1  to 
rebuild  the  factory  in  Belgium.  They  believed  that  the  low 
costs  of  manufacture  would  enable  it  to  compete  with  the  Euro- 
pean syndicate  and  other  independents  in  the  foreign  markets. 
The  cost  of  rebuilding  was  approximately  the  same  as  the 
claim  against  the  German  Government. 


17.  Lamberti  Importing  Company 

ESTABLISHMENT  OF  A  CURING  PLANT  FOR  CHEESE  IN  ITALY 

The  Lamberti  Importing  Company  imported  macaroni,  cheese, 
olive  oil,  olives,  and  canned  vegetables  from  Italy  which  it  sold 
to  wholesalers  and  retailers  in  the  United  States  and  Cam 
The  office  of  the  company  in  the  United  States  was  locate< 
New  York.  A  subsidiary  purchasing  company,  incorporated  in 
Italy,  maintained  offices  and  warehouses  at  Rome,  Naples,  and 
Milan.  The  Lamberti  Importing  Company's  total  purchases 
were  approximately  $10,000,000  annually,  5%  of  which  was  for 
cheese.  There  were  eight  important  varieties  of  Italian  cheese, 
of  which  the  principal  one  came  from  provinces  surrounding 
Rome.  Roman  cheese  was  manufactured  by  individual  shep- 
herds and  sold  to  salters.  The  salters  cured  and  aged  the  cheese 
and  sold  it  to  wholesalers  who  resold  it  to  importers  in  foreign 
countries.  Its  chief  use  in  the  United  States  was  for  grating  in 
the  preparation  of  macaroni. 

Prior  to  19 19,  the  Lamberti  Importing  Company  had  bought 
cheese  from  wholesalers  in  Italy.  In  that  year,  however,  it  es- 
tablished a  buying  organization  of  four  Italians  attached  to  the 
office  in  Rome.  These  men  applied  their  efforts  exclusively  to 
the  purchasing  of  Roman  cheese  directly  from  salters  located 
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in  Rome.  Purchases  from  1919  to  1922,  which  averaged  ar> 
proximately  1,000,000  pounds  annually,  constituted  one-half  of 
the  company's  total  imports  of  cheese.  The  quality  of  the  cheese 
purchased  by  the  company's  buyers  from  the  salters  was  not 
always  uniform.  Since  the  Lamberti  Importing  Company  sold 
the  cheese  under  its  own  private  brand,  it  desired  to  insure  uni- 
formity of  quality.  The  president  of  the  Lamberti  Importing 
Company  suggested  the  possibility  of  purchasing  directly  from 
the  shepherds.  An  investigation  was  made  by  the  office  at  Rome 
to  discover  the  possibilities  and  advantages  of  this  suggestion. 
It  had  not  been  attempted  before  by  any  importer. 

It  was  found  from  this  investigation  that  the  quality  of  the 
cheese  varied  with  the  feed  of  the  sheep,  weather  conditions,  and 
the  cleanliness  and  care  of  the  shepherds  who  manufactured  it, 
as  well  as  with  the  methods  and  skill  of  the  salters  in  curing. 
When  the  buyers  of  the  Lamberti  Importing  Company  pur- 
chased from  the  salters,  they  had  no  way  of  knowing  from  what 
shepherds  the  cheese  was  obtained  originally.  The  company  be- 
lieved that  it  could  establish  direct  relations  with  those  shepherds 
who  had  reputations  for  care,  cleanliness,  ability,  and  favorable 
land  on  which  to  raise  sheep. 

The  company  faced  the  difficulty,  however,  of  obtaining  the 
right  men  to  do  the  purchasing.  Although  the  buyers  then  em- 
ployed were  experienced  in  the  purchasing  of  cured  cheese,  they 
had  had  no  experience  in  purchasing  from  shepherds.  It  was 
believed,  however,  that  the  addition  of  a  man  with  such  experi- 
ence to  the  buying  organization  would  minimize  this  difficulty. 
Although  the  number  of  shepherds  was  greater  than  the  number 
of  salters,  they  were  located  so  near  Rome  that  an  increase  in 
the  organization  of  more  than  one  or  two  men  was  not  considered 
necessary.  No  difficulty  was  anticipated  as  a  result  of  possible 
antagonism  of  the  salters  from  whom  the  Lamberti  Importing 
Company  had  purchased,  although  it  would  be  necessary  to 
continue  to  depend  upon  salters  for  supplies  during  the  transi- 
tion period.  No  obstacle  was  foreseen  in  the  establishment  of 
satisfactory  relations  with  the  shepherds. 

The  net  profits  of  the  important  salters  of  Rome  were  found 
to  average  about  15%  of  gross  sales.  The  president  estimated 
that  the  Lamberti  Importing  Company  could  save  probably  the 
entire  15%,  since  he  believed  that  the  company  could  do  its  own 
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curing  as  economically  as  the  salters  and  purchase  as  large  or 
larger  quantities  than  the  average  Salter.  The  company,  more- 
over, would  have  the  assurance  that  the  cheese  was  properly 
cured  and  aged.  The  company  had  had  no  experience  in  the 
process,  which  was  not  difficult  and  required  the  labor  of  only 
a  few  men.  It  was  believed  that  the  necessary  experienced  em- 
ployees could  be  obtained  to  perform  and  supervise  this  work 
and  that  sufficient  space  could  be  rented  in  a  bonded  warehouse 
in  Rome. 

The  city  levied  a  tax  on  shipments  of  cheese  into  the  city  but 
maintained  bonded  warehouses  to  which  cheese  destined  ulti- 
mately for  any  locality  outside  Rome  might  be  shipped  without 
payment  of  the  tax.  The  company  could  secure  a  section  in  one 
of  these  warehouses  which  was  connected  with  the  railroads  by 
spur  tracks.  The  Tiber  River  and  canals  offered,  furthermore,  a 
means  of  transportation  to  the  coast.  The  company  had  suffi- 
cient capital  to  invest  in  inventory  during  the  four  to  five  months 
curing  period.  It  was  not  necessary  to  organize  a  separate  com- 
pany, and  taxes  were  moderate. 

In  1923  the  Lamberti  Importing  Company  leased  a  section  of 
a  bonded  warehouse  in  Rome  and  prepared  to  cure  cheese  which 
it  purchased  directly  from  the  shepherds.  A  new  buyer  expe- 
rienced in  purchasing  from  shepherds  was  added  to  the  or- 
ganization. 

18.  Garnette  Company 

ESTABLISHMENT  OF  A  FACTORY  FOR  THE  PREPARATION 
OF  EGG  PRODUCTS  IN  CHINA 

In  1914  the  Garnette  Company  considered  the  establishment 
of  a  factory  for  the  preparation  of  egg  products  in  China.  The 
company's  main  office  was  in  New  York  and  it  operated  10  fac- 
tories in  the  dairy  centers  of  the  Middle  West.  Through  these 
factories  it  controlled  one-third  of  the  production  of  frozen  eggs 
and  nearly  all  the  production  of  dried  eggs  in  the  United  States. 
The  Garnette  Company  was  able  financially  to  establish  a  plant 
in  China  which  would  be  capable  of  producing  the  same  output 
as  any  of  its  factories  in  the  United  States,  and  it  could  enlarge 
the  factory  if  the  experiment  proved  successful. 

The  Garnette  Company  used  strictly  fresh  eggs  in  the  manu- 
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facture  of  its  egg  products.  It  purchased  from  the  large  hen- 
neries  and  egg  wholesalers  fresh  eggs  which  had  slightly  cracked 
shells.  The  eggs  were  examined  by  the  light  process  for  the 
elimination  of  the  unfit.  Also,  after  the  eggs  were  broken  for 
use,  the  defective  ones  were  discarded.  It  was  preferable  to  use 
the  eggs  as  soon  after  purchase  as  possible.  The  length  of  time 
which  they  could  be  kept  before  use  depended  upon  the  tem- 
perature in  which  they  had  been  shipped  to  the  factory.  Refrig- 
erator cars  enabled  Garnette  Company  to  secure  its  supply  of 
eggs  from  sources  distant  from  the  factories.  In  the  manufacture 
of  egg  products,  extreme  care  was  taken  to  insure  satisfactory 
sanitary  conditions  in  the  factory.  All  employees  who  handled 
the  product  during  the  process  of  manufacture  were  given  medi- 

— .1   ;  

cat  examinations. 

Dried  and  frozen  eggs  were  sold  in  three  ways:  as  yolks,  whites, 
or  mixed  volks  and  whites.  An  egg  was  reduced  two-thirds  in 
content  when  dried.  The  length  of  time  which  frozen  and  dried 
eggs  would  keep  varied  mrith  the  temperature  The  Garnette 
Company  had  records  of  keeping  its  product  in  a  usable  condi- 
tion for  15  years.  The  Garnette  Company  established  a  price 
for  the  sale  of  its  egg  products  at  the  beginning  of  each  year. 
Dried  whole  eggs  sold  for  about  80  cents,  dried  yolks  for  about 
70  cents,  and  dried  whites  for  about  $1.50  a  pound.  The  price 
of  frozen  eggs  was  about  one-third  of  the  price  of  dried  eg§sa 
Dried  and  frozen  egg  products  were  used  almost  entirely  by  bak- 
ers who  preferred  them  to  shell  eggs  because  they  were  cheaper 
to  transport,  were  more  uniform  in  quality  and  price,  and  could 
be  kept  longer. 

HTliA  tat  1  tariff  nn  AtigA  vera  ruwinptc  wcic  ac  TVillnixrc  •  TVfl 

ine  19 13  larui  on  urieu  egg  pruaucib  wdb  db  ioiiowb.  icu 
cents  a  pound  on  dried  whole  eggs,  and  10%  ad  valorem  on  dried 
yolks.  .Dried  whites  were  classified  with  the  chemicals  as  albu- 
men and  bore  a  duty  of  3  cents  a  pound.  Frozen  yolks  and  frozen 
whole  eggs  bore  a  duty  of  2  cents  a  pound,  and  frozen  whites  1 
cent  a  pound. 

An  increase  in  the  consumption  of  eggs  and  a  decrease  in  the 

S limine  ctn^lrc  r\t"  oorrrc  £»r»<~/~»iira a c±r\  fVio  rAmnanir  In  tatj  tf\  IflOK 
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for  new  sources  for  its  raw  materials.  Also,  a  British  competitor 
who  had  a  factory  in  China  began  at  this  time  to  sell  egg  prod- 
ucts for  three-fourths  of  the  price  set  by  the  Garnette  Company. 
The  Garnette  Company  used  a  patented  process  which  resulted 
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in  a  superior  quality  of  dried  eggs  in  comparison  to  those  of  any 
American  competitor.  Although  the  British  company's  frozen 
eggs  had  been  found  to  be  as  satisfactory  as  those  of  the  Garnette 
Company,  competition  in  the  sale  of  the  latter  was  serious.  China 
and  Austria  offered  the  best  possibilities  as  foreign  sources  of 
supply.  The  outbreak  of  the  World  War  eliminated  Austria 
from  further  consideration. 

China  had  long  been  a  large  egg-producing  country  and  there 
had  developed  a  flourishing  export  trade  of  shell  eggs  to  Japan. 
The  season  in  northern  China  for  producing  eggs  was  short.  In 
southern  China  hens  did  not  thrive  so  well  because  of  the  warm 
climate.  Central  China,  in  the  vicinity  of  the  Yangtse  Valley, 
was  the  best  egg-raising  section.  The  eggs  produced  in  China 
were  about  five-sixths  the  size  of  those  produced  in  the  United 
States.  Eggs  equal  in  quality  and  without  damaged  shells,  never- 
theless, could  be  purchased  for  one-half  the  cost  in  the  United 
States  of  eggs  with  cracked  shells.  The  prices  varied  slightly  in 
the  different  districts,  more  on  account  of  the  bickerings  of  the 
egg  merchants  than  because  of  the  seasonal  fluctuation  in  the 
product.  In  China,  eggs  were  purchased  from  the  farmers  by 
merchant  collectors  who  sold  them  to  egg  wholesalers.  The  Gar- 
nette Company  could  purchase  its  eggs  from  these  wholesalers  or, 
in  order  to  eliminate  the  unreliable  dealings  with  wholesalers,  it 
might  be  possible  to  establish  collecting  stations  of  its  own. 

If  a  factory  were  established,  it  would  be  necessary  to  pay  the 
executives  sent  to  China  twice  as  much  as  they  were  receiving  in 
salary  in  the  United  States.  About  10  specialists  and  superin- 
tendents would  be  needed.  Most  of  the  labor  which  would  have 
to  be  employed  in  the  factory  would  be  skilled.  Skilled  labor  in 
China  of  the  kind  needed  was  paid  about  the  same  as  in  the 
United  States;  unskilled  labor  was  paid  about  one-fourth  as  much 
as  in  the  United  States. 

Transportation  costs  of  the  shell  eggs  to  a  factory  in  China 
would  be  about  three-fourths  as  much  as  in  the  United  States. 
There  were  no  refrigerator  cars  and  only  a  few  railways;  conse- 
quently the  area  which  would  supply  the  factory  would  be  less. 
Rail  transportation  was  as  fast  as  in  the  United  States;  for  exam- 
ple, eggs  shipped  from  Nanking  in  the  evening  could  be  received 
m  Shanghai  in  the  morning,  a  distance  of  193  miles.  Boat  trans- 
portation was  slower  than  in  the  United  States  but  highly  devel- 
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oped  for  transporting  farm  products  in  the  vicinity  of  Shanghai. 
Ocean  freight  rates  on  the  finished  products  from  China  added 
about  2  cents  a  pound  to  the  cost  of  the  products  delivered  in  the 
United  States. 

Of  the  available  centers  in  which  to  locate  a  factory,  Shanghai 
seemed  to  be  the  most  suitable.  Railroad  facilities,  the  canals, 
and  the  rights  of  an  international  settlement  caused  the  Garnette 
Company  to  consider  Tientsin,  but  its  environs  proved  a  less  suit- 
able source  for  shell  eggs.  Shanghai  was  one  of  the  treaty  ports 
in  China  in  which  foreign  residents  had  the  same  legal  rights  as 
in  their  native  countries.  This  afforded  a  foreign  firm  the  needed 
protection.  The  city  contained  an  international  settlement,  a 
French  concession,  and  the  old  Chinese  city.  Favorable  sanitary 
conditions  prevailed;  drinking  water  was  obtainable;  and  suit- 
able social  opportunities  for  Americans  existed.  The  international 
settlement  offered  all  the  advantages  of  a  modern  city.  Shang- 
hai was  situated  on  the  Whang  Poo  River  about  eight  miles 
inland  from  the  sea  and  the  Yangtse  River.  The  most  satisfac- 
tory site  for  the  location  of  the  Garnette  Company's  factory  was 
on  the  north  side  of  the  Whang  Poo  River  about  four  miles  from 
the  center  of  the  city  of  Shanghai  and  four  miles  from  the  mouth 
of  the  Whang  Poo  River  Land  could  be  purchased  there  for 
about  the  same  price  as  land  in  a  similar  location  in  the  United 
States.  Shanghai  offered  suitable  facilities  for  transportation. 
There  was  a  railroad  terminal  below  the  city  on  the  Whang  Poo 
River  from  which  eggs  could  be  transferred  to  flat  boats  and  car- 
ried  down  the  river  to  the  city.  Boat  transportation  down  the 
Yangtse  River  and  up  the  WTiang  Poo  was  satisfactory.  Other 
egg  factories  owned  by  European  and  Chinese  companies  had 
been  established  in  Shanghai. 

The  Garnette  Company  was  unwilling  to  import  dried  and 
frozen  egg  products  from  China  not  produced  under  their  own 
supervision  because  it  wished  to  control  the  sanitary  conditions 
under  which  they  were  made.  Neither  did  it  wish  to  avail  itself 
of  the  variation  in  the  tariff  between  whites  and  yolks  by  import- 
ing from  China  yolks  and  whites  separately  and  combining  them 
in  the  United  States  because  an  inferior  product  resulted. 

Although  the  cost  of  manufacture  would  be  about  i  cent  higher 
per  pound  of  product  than  in  the  United  States,  the  cost  of  the 
finished  product  would  be  less,  because  shell  eggs  could  be  pur- 
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chased  at  such  a  low  price.  By  selling  the  Chinese  product  in  the 
United  States  at  a  price  equal  to  the  cost  to  produce  it  in  the 
United  States,  the  Garnette  Company  could  reduce  its  existing 
schedule  of  prices  to  the  level  of  the  British  competitors'  prices 
and  make  a  profit  as  a  result  of  a  probable  increase  in  volume 
of  sales. 

A  possible  increase  in  the  tariff,  which  might  result  in  the  exclu- 
sion of  egg  products  from  the  United  States,  made  a  decision  to 
establish  a  factory  in  China  precarious.  The  Garnette  Company 
contemplated  making  no  provision  to  sell  its  product  outside  the 
United  States.  Finally,  inability  to  keep  eggs  during  the  summer 
months  would  necessitate  closing  the  factory  or  reducing  the  out- 
put for  a  part  of  each  year. 

The  company  established  a  factory  in  Shanghai  in  1914.  Be- 
cause of  the  reduced  cost  of  manufacturing  the  product  and  the 
resulting  increase  in  sales,  the  company  in  1920  replaced  its  origi- 
nal experimental  factory  with  one  capable  of  producing  an  output 
equivalent  to  all  10  factories  in  the  United  States.  The  10  Ameri- 
can factories  continued  in  operation.  One  large  plant  was  erected 
in  China  instead  of  several  smaller  plants  because  of  the  higher 
costs  of  supervision  in  China  than  in  the  United  States.  Thirty- 
one  collecting  stations  for  shell  eggs  were  established  within  a 
radius  of  500  miles  from  Shanghai. 

The  Tariff  Act  of  1922  brought  up  new  problems  in  connection 
with  the  Chinese  factory.  Frozen  eggs  duties  were  increased  to  a 
uniform  rate  of  6  cents  a  pound  and  dried  egg  products  to  18 
cents  a  pound  whether  purchased  as  whole  eggs  or  yolks.  Frozen 
egg  products,  on  which  there  was  the  keenest  competition,  could 
no  longer  be  imported  under  this  increased  duty.  Dried  eggs, 
however,  could  be  brought  in  at  an  increased  price  over  the  duty, 
since  competition  was  less  in  this  product  than  in  frozen  eggs. 
The  existing  situation  was  due  to  the  fact  that  patented  processes 
of  manufacture  controlled  by  the  company  enabled  the  Garnette 
Company  to  produce  dried  eggs  of  a  superior  quality  to  that  of  any 
of  its  competitors.  It  was  proposed  that  the  company  market 
in  Europe  the  frozen  eggs  produced  in  the  Chinese  factory.  A 
ready  market  for  food  products  existed  at  the  time  in  most  Euro- 
pean countries  and  it  was  thought  that  sales  could  be  developed 
there  sufficient  to  take  the  frozen  egg  production  of  the  Chinese 
plant. 
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io.  Satterlee  Rope  Company 

ACQUISITION  OF  AN  INDEPENDENT  SOURCE  OF  SUPPLY 

FOREIGN  MONOPOLY 

The  Satterlee  Rope  Company  was  dissatisfied  with  purchasing 
its  sisal  from  a  monopoly  which  demanded  prices  deemed  unfair 
by  the  company  and  which  occasionally  delivered  sisal  of  an  un- 
satisfactory grade.  During  the  winter  of  1923,  a  sisal  plantation 
in  Cuba  was  offered  for  sale  to  the  Satterlee  Rope  Company.  At 
that  time  the  plantation  was  producing  a  quantity  of  sisal  equiva- 
lent to  $%  of  the  year's  requirements  of  the  Satterlee  Rope  Com- 
pany. It  was  capable  of  expansion  to  the  extent  of  producing 
10%  of  the  Satterlee  Rope  Company's  requirements  of  sisal,  an 
amount  which  was  believed  to  be  sufficient  to  weaken  the  monop- 
oly. Since  the  offer  seemed  a  particularly  favorable  one,  serious 
consideration  was  given  to  it. 

The  United  States  consumed  about  175,000  tons,  or  85%  of  the 
world's  supply  of  sisal.  Approximately  one-fifth  of  the  binder 
twine  of  the  United  States  was  manufactured  by  the  Satterlee 
Rope  Company.  About  60%  of  the  output  of  the  company's 
factory  was  in  binder  twine  made  from  sisal;  the  remainder  of 
the  output  was  Manila  rope.  Binder  twine  was  manufactured  in 
uniform  quantities  throughout  the  year,  although  the  sale  for  the 
product  attained  a  peak  two  or  three  months  before  the  harvest 
season  for  wheat. 

Nearly  all  of  the  world's  production  of  sisal  was  used  for  the 
manufacture  of  binder  twine.  Seventy-five  per  cent  of  the  world's 
supply  of  sisal  was  produced  in  Yucatan  and  the  best  grade  came 
from  that  region.  Sisal  was  produced  also  in  Java,  in  what  was 
formerly  German  East  Africa,  and  in  some  of  the  West  Indies. 
Attempts  had  been  made  to  raise  the  product  in  Florida  but  were 
unsuccessful  because  of  high  labor  costs  and  the  unsuitable  qual- 
ity of  the  soil.  Sisal  fiber  was  obtained  from  the  leaves  of  the 
henequen  plant.  Seven  years  were  required  for  the  plant  to  ma- 
ture. After  it  bloomed  the  plant  was  of  no  further  use;  but  the 
blossoming  could  be  prevented  after  maturity  by  the  regular  and 
frequent  cutting  of  certain  portions  of  the  leaves  which  contained 
the  fiber.  This  resulted  in  the  necessity  for  constant  production 
and  steady  sale  of  sisal  throughout  the  year. 
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Occasionally  in  the  production  of  binder  twine  manila  was 
substituted  for  sisal  because  it  had  greater  tensile  strength  and 
gave  about  one-sixth  more  yardage  to  the  pound  in  the  finished 
product.  The  price  of  Manila  usually  made  it  too  expensive  for 
its  use  in  the  production  of  binder  twine.1  Although  Manila 
binder  twine  was  stronger  than  sisal  binder  twine,  it  was  eaten  by 
grasshoppers  in  the  wheat  fields  and,  therefore,  was  not  as  suit- 
able for  the  purpose.  Manila  was  particularly  valuable  for  rope 
making. 

The  Satterlee  Rope  Company  purchased  only  Yucatan  sisal  in 
order  to  obtain  uniformity  and  quality  in  its  product.  Previous 
to  191 5,  the  date  of  the  establishment  of  the  Mexican  monopoly, 
the  Satterlee  Rope  Company  purchased  sisal  from  American  pur- 
chasing agents.  Since  1915  it  has  purchased  its  Yucatan  sisal 
from  the  American  representative  of  the  Mexican  monopoly. 

In  191 5  the  Congress  of  the  state  of  Yucatan  passed  legislation 
in  order  to  control  the  sisal  market.  Accordingly,  the  Regula- 
dora,  which  comprised  about  96%  of  the  producers  of  sisal  in 
Yucatan,  was  established.  This  association  was  responsible  for 
the  organization  in  the  United  States  of  the  Pan-American  Com- 
mission Corporation  which  undertook  to  finance  the  sisal  produc- 
ers in  Yucatan  in  return  for  the  exclusive  right  to  sell  their  prod- 
uct in  the  United  States.  Between  1915  and  1920,  purchasers  of 
sisal  had  to  pay  the  prices  demanded  by  the  Pan-American  Com- 
mission Corporation.  At  times  during  that  period,  prices  were 
raised  unnecessarily  high,  in  the  estimate  of  the  Satterlee  Rope 
Company.  Conservation  in  the  use  of  twine  and  the  substitution 
of  other  fiber  led  to  a  reduction  in  the  importation  of  sisal  in  the 
latter  part  of  the  year  1919  and  early  in  1920.  Consequently,  the 
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Import  Price 
of  Sisal 

Import  Price 
of  Manila 

Year 

Import  Price 
of  Sisal 

Import  Price 
of  Manila 

190a 

$0,059 

1913 

$0,054 

$0,091 

1903 

.  OOo 

.080 

1914 

.051 

.085 

1904 

.065 

.077 

X9I5 

.049 

.077 

1905 

.068 

.087 

1916 

.054 

.085 

1906 

.069 

.083 

1917 

133 

.  Z33 

1907 

.067 

.089 

1918 

.161 

.166 

1908 

.060 

.076 

1919 

.123 

.135 

1909 

049 

.051 

1920 

.083 

.135 

1910 

.051 

.050 

I93X 

.053 

.083 

toil 

.045 

.051 

1091 

.046 

.055 

191a 

.048 

059 

1933 

.048 

.067 

*  Trade  Information  Bulletin  No,  200,  Bureau  of  Foreign  and  Domestic  Commerce, 
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Reguladora  and  its  sales  agent  had  nearly  a  year's  supply  of  sisal 
unsold  upon  which  financial  advances  had  been  made.  The  Regu- 
ladora  could  not  sell  even  at  iy2  cents  a  pound.  Failure  to  sell  this 
supply,  which  had  been  purchased  from  the  producers  at  high 
prices,  led  to  the  failure  of  the  Reguladora  and  Pan-American 
Commission  Corporation.  Reorganization  followed  under  the 
name  of  the  Commission  Exportadora  de  Yucatan  for  the  Yuca- 
tan producers'  combination,  and  the  Sisal  Sales  Corporation,  a 
Delaware  corporation,  as  its  American  sales  and  fiscal  agents. 
The  monopoly  secured  from  the  Mexican  Government  an  export 
tax  on  new  sisal,  high  enough  to  permit  the  Sisal  Sales  Corpora- 
tion to  dispose  of  its  surplus  stock  at  a  price  almost  as  high  as 
that  which  they  paid  for  it.  Purchasers  were  required  to  ac- 
cept a  proportion  of  the  old  stocks  on  all  sales  of  new  sisal. 

The  Satterlee  Rope  Company  objected  to  what  is  considered 
unfair  practices  by  the  monopoly.  The  company  believed  that 
the  Sisal  Sales  Corporation  misrepresented  the  condition  of  the 
old  sisal  to  the  Satterlee  Rope  Company,  since  two  cargoes  which 
it  received  had  to  be  thrown  away,  because  it  was  unfit  for  use. 
It  was  possible  to  bring  suit  against  the  Sisal  Sales  Corporation  in 
an  attempt  to  prevent  the  maintenance  of  the  monopoly,  but  such 
action  was  discouraged  since  previous  investigations  by  the 
United  States  Senate  and  court  action  by  the  Department  of  Jus- 
tice had  borne  no  results.  The  Secretary  of  Commerce  suggested 
that  the  Satterlee  Rope  Company  and  its  competitors  advocate  a 
law  to  permit  the  establishment  of  a  purchasing  association  to 
buy  those  products  for  which  American  manufacturers  had  to 
depend  wholly  upon  foreign  sources.  The  Satterlee  Rope  Com- 
pany was  not  in  sympathy  with  this  proposal,  since  its  previous 
experiences  in  a  cooperative  buying  association  had  not  been 
fortunate.  The  alternative  which  remained  appeared  to  be  the 
purchase  of  its  own  sisal  plantation. 

A  decrease  in  the  sale  of  sisal  by  the  Mexican  monopoly  would 
lead  to  the  discontinuance  of  the  stripping  of  the  Yucatan  plants, 
with  the  result  that  they  would  bloom  and  die.  Thus,  if  the  Sat- 
terlee Rope  Company  could  produce  enough  sisal  to  cause  the 
Mexican  monopoly  to  lower  its  price  in  order  to  dispose  of  its 
product,  the  monopoly  would  be  weakened.  The  Satterlee  Rope 
Company  believed  that  the  production  of  10%  of  its  own  require- 
ments might  be  sufficient  to  do  this.   Ten  per  cent  of  its  own 
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yearly  requirements  also  was  the  minimum  production  of  sisal 
by  which,  with  the  aid  of  other  fibers  as  substitutes,  the  company 
could  keep  its  mills  in  operation  and  stay  out  of  the  sisal  market 
when  it  wished. 

Examination  of  the  henequen  raised  on  the  Cuban  plantation 
showed  it  to  be  equal  in  quality  to  that  raised  in  Yucatan.  The 
plantation  was  located  within  two  or  three  miles  of  a  seaport  from 
which  an  American  steamship  company  maintained  regular  serv- 
ice to  New  York.  About  3,500  tons  of  sisal  could  be  raised  yearly 
on  this  plantation  if  the  whole  of  it  were  cultivated.  The  price 
asked  seemed  a  fair  one.  The  Satterlee  Rope  Company  was  able 
financially  to  make  the  purchase.  The  delivered  cost  of  the  prod- 
uct under  the  existing  acreage  yield  on  this  plantation  was  about 
4  cents  a  pound,  or  1  cent  cheaper  than  the  current  delivered 
price  quoted  by  the  Sisal  Sales  Corporation.  Cuba  seemed  to  be 
a  suitable  place  for  the  purchase  of  a  plantation  because  of  its 
proximity  to  the  United  States  and  because  the  company  believed 
that  an  American  company  might  be  given  greater  protection  in 
Cuba  than  in  Mexico. 

Difficulties  in  the  supervision  of  the  plantation  in  a  foreign 
country,  nevertheless,  made  the  company  prefer  to  purchase  its 
sisal  rather  than  to  raise  it.  It  would  be  difficult  to  get  laborers 
and  overseers  familiar  with  the  product.  The  expansion  of  the 
plantation  would  require  at  least  seven  years  because  of  the  slow- 
ness in  the  maturity  of  the  henequen  plant.  In  the  meantime  the 
monopoly  might  again  fail,  with  the  result  that  the  company  could 
purchase  sisal  as  cheaply  as  it  could  produce  it. 

It  was  difficult,  furthermore,  to  determine  how  much  lower  the 
price  on  sisal  would  be  without  the  monopolistic  interest.  The 
dependent  producers  were  so  few  in  number  and  produced  such 
small  quantities  that  their  price  followed  closely  the  price  estab- 
lished by  the  Sisal  Sales  Corporation.  The  selling  price  for  sisal 
was  close  to  that  of  Manila,  since  exorbitant  prices  for  sisal  caused 
the  prices  of  the  two  to  converge  and  the  consequent  substitution 
of  Manila  for  sisal.  It,  of  course,  would  be  inadvisable  for  the 
Satterlee  Rope  Company  to  produce  a  substantial  proportion  of 
its  own  sisal  unless  operation  of  its  own  plantation  at  less  cost 
than  the  Yucatan  producers  could  be  attained  and  maintained. 

The  Satterlee  Rope  Company  purchased  the  plantation  in  the 
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spring  of  1924.  It  also  filed  a  complaint  against  the  Sisal  Sales 
Corporation  with  the  Federal  Trade  Commission. 


20.  Harmon  Sugar  Company 

PURCHASE  OF  SUGAR  PLANTATION  IN  CUBA 

The  Harmon  Sugar  Company  operated  a  sugar  refinery  in  a 
large  city  on  the  Atlantic  seaboard.  In  19 16  its  output  of  refined 
sugar  was  400,000,000  pounds.  At  that  time  the  company  had 
completed  plans  for  an  expansion  of  its  plant  which  would  make 
possible  an  annual  output  of  800,000,000  pounds  in  order  to 
satisfy  the  increasing  demand  for  sugar  in  the  United  States  and 
foreign  countries.  It  was  becoming  increasingly  difficult  to  obtain 
sufficient  supplies  of  raw  sugar  from  Cuba.  The  executives  of 
the  Harmon  Sugar  Company,  therefore,  analyzed  the  advantages 
and  disadvantages  of  purchasing  a  sugar  plantation  in  Cuba  in 
order  to  insure  a  source  of  supply. 

A  central  with  surrounding  sugar  lands  having  an  annual  output 
of  150,000,000  pounds  could  be  purchased  at  a  price  which  repre- 
sented an  abnormally  conservative  valuation  of  the  property. 
Although  the  production  of  this  central  was  less  than  one-third  of 
the  requirements  of  the  refinery,  it  would  insure  the  company  of 
a  part  of  its  supply  of  raw  sugar  at  all  times.  The  company  esti- 
mated that  the  cost  of  producing  raw  sugar  in  Cuba  was  about 
2J4  cents  a  pound.  The  current  price  in  the  New  York  market 
was  about  6  cents  a  pound,  and  the  company  believed  that  it 
would  increase  during  the  next  few  years.  In  periods  of  rising 
prices,  the  Harmon  Sugar  Company  had  the  greatest  difficulty  in 
obtaining  a  sufficient  supply  of  raw  sugar. 

The  company's  experience,  however,  had  shown  that  the  price 
of  raw  sugar  was  not  usually  much  above  the  cost  of  production. 
In  fact,  the  price  was  at  times  so  low  as  to  result  in  losses  at  the 
plantations.  If  the  Harmon  Sugar  Company  purchased  planta- 
tions in  Cuba,  these  would  be  operated  at  a  loss  during  periods  of 
low  prices  unless  the  company  should  pay  its  refinery  a  higher 
price  than  the  market  made  necessary  for  its  raw  sugar.  The 
company  maintained  a  year's  supply  of  raw  sugar  at  its  refinery 
warehouse . 

Wages  were  increasing  and  labor  used  on  the  plantations  in 
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Cuba  was  becoming  more  difficult  to  obtain.  Most  of  this  labor 
was  imported  from  neighboring  islands  for  the  growing  and  cut- 
ting seasons  and  returned  after  the  harvest  was  completed.  Al- 
though the  World  War  had  eliminated  Europe  as  a  supplier  of 
beet  sugar,  the  executives  of  the  company  believed  that  it  would 
reenter  the  market  and  might  compete  successfully  in  the  eastern 
part  of  the  United  States  with  American  cane  sugar  refiners. 
The  Government  of  the  United  States  might  place  a  higher  duty 
on  imported  cane  sugar  and  hinder  its  importation  from  Cuba. 
This  the  company  believed  was  unlikely,  since  Louisiana,  Hawaii, 
the  Philippines,  and  Porto  Rico  supplied  only  about  30%  of 
the  United  States'  requirements  of  sugar.  Cuba  supplied  about 
60%,  while  the  remaining  10%  came  from  the  beet  sugar  growers 
in  the  United  States. 

Since  ownership  of  the  plantations  and  the  central  under  con- 
sideration would  assure  the  company  of  part  of  its  supply  and 
would  not  prevent  it  from  taking  advantage  of  prices  lower  than 
the  cost  of  production  for  the  major  portion  of  its  requirements, 
the  Harmon  Sugar  Company  purchased  them  in  1916.  It  organ- 
ized and  incorporated  a  separate  company,  the  Harmon  Sugar 
Company  of  Cuba,  to  own  and  operate  this  property.  Incorpora- 
tion in  Cuba  was  to  prevent  taxation  of  the  company's  earnings  in 
the  United  States  by  the  Cuban  Government.  In  19 19  and  192 1, 
the  company  purchased  additional  plantations  and  centrals  with 
a  combined  output  of  200,000,000  pounds  per  year.  Subsequently, 
however,  the  Harmon  Sugar  Company  did  not  consider  further 
purchases  on  account  of  the  possibility  of  beet  sugar  competition 
from  Europe  and,  in  periods  of  low  prices,  the  further  possibility 
of  excessive  costs  of  raw  sugar  resulting  from  confinement  of  the 
greater  part  of  its  sugar  purchases  to  the  output  of  its  own  plan- 
tations. 

D.  IMPORT  ASSOCIATIONS 
21.  Import  Associations 

In  response  to  a  growing  opinion  that  steps  should  be  taken 
to  enable  American  consumers  of  imported  raw  materials  to 
protect  their  interests  in  the  face  of  actual  or  potential  com- 
binations of  foreign  producers  and  sellers  to  control  prices  and 
production  of  commodities,  Senator  Arthur  Capper  introduced 
the  attached  bill  into  the  United  States  Senate  in  March,  1924. 
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ist  Session.  S.  2843 

In  the  Senate  of  the  United  States 
March  14  (calendar  day,  March  15),  1924 

Mr.  Capper  introduced  the  following  bill,  which  was  read  twice  and 

referred  to  the  Committee  on  Commerce. 


To  enable  persons  in  the  United  States  to  engage  in  cooperative  pur- 
chasing, for  importation  into  the  United  States  of  raw  commodi- 
ties which  are  produced  principally  in  foreign  countries. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the 
United  States  of  America  in  Congress  assembled,  That  the  word  "asso- 
ciation" wherever  used  in  this  Act  means  any  corporation  or  combina- 
tion, by  contract  or  otherwise,  of  two  or  more  persons,  partnerships  or 
corporations. 

Sec.  2.  That  nothing  contained  in  the  Act  entitled  "An  Act  to  pro- 
tect trade  and  commerce  against  unlawful  restraints  and  monopolies," 
approved  July  2,  1890,  shall  be  construed  as  declaring  to  be  illegal  an 
association  which  engages  solely  in  the  purchase  of  raw  commodities  in 
foreign  countries  for  importation  into  the  United  States  and  the  sale  and 
distribution  of  such  raw  commodities  in  the  United  States,  or  any  agree- 
ment made  or  act  done  in  the  course  of  the  purchase,  importation,  sale, 
or  distribution  of  such  raw  commodities  by  such  association,  where  such 
raw  commodities  are  produced  principally  in  foreign  countries,  and 
where  the  people  of  the  United  States  are  dependent  upon  the  produc- 
tion in  foreign  countries  for  the  supply  necessary  to  meet  their  require- 
ments, and  where  the  production,  sale,  or  distribution  of  such  raw 
commodities  is  found  by  the  Secretary  of  Commerce  to  be  controlled 
by  any  foreign  government,  combination,  or  monopoly:  Provided, 
That  such  association,  agreement,  or  act  is  not  otherwise  in  restraint  of 
trade  within  the  United  States:  Provided  further,  That  such  associa- 
tion shall  receive  into  membership  all  persons,  partnerships,  and  cor- 
porations in  the  United  States  desiring  to  join  such  association,  who  are 
engaged,  or  will  engage,  in  the  manufacture  or  use,  for  improvement  or 
consumption,  and  not  merely  for  resale,  of  the  raw  commodities  im- 
ported by  such  association:  And  provided  further,  That  there  is  no  dis- 
crimination against  any  manufacturer  or  bona  fide  user  in  the  United 
States  of  such  imported  raw  commodities. 

It  is  further  provided  that  no  association  shall  engage  in  the  pur- 
chase of  any  raw  commodity  other  than  that  necessary  in  the  busi- 
ness of  the  persons,  partnerships,  or  corporations  composing  the  mem- 
bership of  such  association. 

If  any  sales  of  such  commodity  are  made  by  the  association  to  per- 
sons, partnerships,  or  corporations  who  are  not  members  of  it,  such  sales 
shall  be  made  in  such  quantities  and  at  such  prices  as  are  not  discrimi- 
natory in  favor  of  its  members. 
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It  is  further  provided  that  if  the  association's  supply  of  such  im- 
ported raw  commodities  is  not  sufficient  to  meet  the  requirements  of  all 
members  of  the  association,  then  each  member  shall  receive  from  the 
association  a  proportionate  share  of  the  supply  available,  based  upon  the 
normal  requirements  of  each. 

It  is  further  provided  that  such  association  shall  not  be  conducted  for 
profit  but  shall  be  conducted  only  for  the  purpose  of  purchasing  such 
raw  commodities  and  the  distribution  of  same  in  this  country,  at  the 
same  price  at  which  purchased  by  the  association  in  foreign  countries, 
plus  an  additional  sum  necessary  to  cover  the  actual  expense  incurred 
by  the  association  in  the  handling  of  same. 

Sec.  3.  That  nothing  contained  in  section  73  of  the  Wilson  Tariff 
Act  of  August  27,  1894,  as  amended  by  the  Act  of  February  12,  1913, 
shall  be  construed  as  declaring  illegal  an  association  as  described  in 
section  2  of  this  Act. 

Sec.  4.  That  every  association  now  engaged  solely  in  activities  made 
legal  under  this  Act,  within  sixty  days  after  the  passage  of  this  Act,  and 
every  association  entered  into  hereafter  which  engages  in  such  activities, 
within  thirty  days  after  its  creation,  shall  file  with  the  Federal  Trade 
Commission  a  verified  written  statement  setting  forth  the  location  of  its 
offices  and  place  of  business  and  the  names  and  addresses  of  all  its 
officers  and  of  all  its  members,  and  if  a  corporation  a  copy  of  its  certifi- 
cate or  articles  of  incorporation  and  by-laws,  and  if  unincorporated  a 
copy  of  its  articles  or  contract  of  association,  and  on  the  ist  day  of  Jan- 
uary of  each  year  thereafter  it  shall  make  a  like  statement  of  the  loca- 
tion of  its  offices  and  places  of  business  and  the  names  and  addresses  of 
all  its  officers  and  of  all  its  members  and  of  all  amendments  to  and 
changes  in  its  articles  or  certificate  of  incorporation  or  in  its  articles  or 
contract  of  association.  It  shall  also  furnish  to  the  commission  such 
information  as  the  commission  may  require  as  to  its  organization,  busi- 
ness, conduct,  practices,  management,  and  relation  to  other  associations, 
corporations,  partnerships,  and  individuals.  Any  association  which 
shall  fail  to  do  so  shall  not  have  the  benefit  of  the  provisions  of  section 
2  and  section  3  of  this  Act,  and  it  shall  also  forfeit  to  the  United  States 
the  sum  of  $100  for  each  and  every  day  of  the  continuance  of  such 
failure,  which  forfeiture  shall  be  payable  into  the  Treasury  of  the 
United  States,  and  shall  be  recoverable  in  a  civil  suit  in  the  name  of  the 
United  States  brought  in  the  district  where  the  association  has  its  prin- 
cipal office,  or  in  any  district  in  which  it  shall  do  business.  It  shall  be 
the  duty  of  the  various  district  attorneys,  under  the  direction  of  the 
Attorney  General  of  the  United  States,  to  prosecute  for  the  recovery 
of  the  forfeiture.  The  costs  and  expenses  of  such  prosecution  shall  be 
paid  out  of  the  appropriation  for  the  expenses  of  the  courts  of  the 
United  States. 

Whenever  the  Federal  Trade  Commission  shall  have  reason  to  believe 
that  an  association,  or  any  agreement  made  or  act  done  by  such  associa- 
tion, is  in  restraint  of  trade  within  the  United  States  or  that  it  discrimi- 
nates against  any  domestic  competitor  of  such  association  or  against  any 
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one  who  uses,  for  manufacture,  improvement,  or  consumption,  and  not 
merely  for  resale,  such  imported  raw  commodities,  or  that  an  association 
has,  either  in  the  United  States  or  elsewhere,  entered  into  any  agreement 
understanding,  or  conspiracy,  or  done  any  act  which  artificially  or  in' 
tentionally  enhances  prices  within  the  United  States  of  commodities  of 
the  class  imported  by  such  association,  or  depresses  prices  of  raw  com- 
modities produced  in  the  United  States,  or  which  substantially  lessens 
competition  withm  the  United  States  in  the  manufacture  of  the  com- 
modities  of  the  class  so  imported  and  their  sale  thereafter,  or  otherwise 
restrains  trade  therein,  it  shall  summon  such  association,  its  officers  and 
agents,  to  appear  before  it,  and  thereafter  conduct  an  investigation  into 
the  alleged  violations  of  law.  Upon  investigation  if  it  shall  conclude 
that  the  law  has  been  violated,  it  may  make  to  such  association  recom- 
mendations for  the  readjustment  of  its  business,  in  order  that  it  may 
thereafter  maintain  its  organization  and  management  and  conduct  its 
business  in  accordance  with  law.  If  such  association  fails  to  comply 
with  the  recommendations  of  the  Federal  Trade  Commission,  said 
commission  shall  refer  its  findings  and  recommendations  to  the  Attor- 
ney General  of  the  United  States  for  such  action  thereon  as  he  may 
deem  proper. 

For  the  purpose  of  enforcing  these  provisions  the  Federal  Trade 
Commission  shall  have  all  the  power,  so  far  as  applicable,  given  it  in 
"An  Act  to  create  a  Federal  Trade  Commission,  to  define  its  powers 
and  duties,  and  for  other  purposes,"  approved  September  26,  1914. 

The  need  of  such  import  associations  is  stated  by  Secretary 
of  Commerce  Hoover  in  a  letter  to  Senator  Capper  as  follows: 

Department  of  Commerce 

OFFICE  OF  THE  SECRETARY 
WASHINGTON 

March  6,  1924 

Hon.  Arthur  Capper, 
United  States  Senate, 
Washington,  D.  C. 

Dear  Mr.  Senator: 

In  accord  with  your  request  I  give  the  following  summary  of  our  con- 
clusions as  to  combinations  in  our  import  trade 

The  last  Congress  made  a  special  appropriation  to  this  Department  to 
provide  for  investigation  of  imported  raw  materials  essential  to  Ameri- 
can industry  which  are  under  control  of  foreign  combinations  in  re- 
straint of  price  or  distribution.  While  the  reports  upon  this  topic  have 
not  all  been  completed  they  will  be  ready  at  an  early  date  and  abundant 
material  is  in  hand  to  prove  unquestionably  that  foreign  monopolies  or 
combinations  are  potentially  or  actually  in  control  of  prices  and  dis- 
tribution of  the  following  commodities: 

Sisal  for  binding  twine  is  controlled  through  a  combination  of  pro- 
ducers reinforced  by  legislative  action  of  the  Yucatan  Government. 
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Nitrates  and  iodine  are  controlled  through  a  British  selling  agency 
and  reinforced  by  export  duties  in  Chili. 

Potash  is  controlled  by  combinations  of  German  producers. 

Crude  rubber  and  gutta  percha  are  controlled  by  partly  legislative 
and  partly  voluntary  combination  of  producers  in  the  British  and  Dutch 
Colonies. 

Quinine  is  controlled  by  combination  of  Dutch  producers. 
Tin  is  controlled  by  combination  of  British  producers. 
Mercury  is  controlled  by  common  selling  agency  of  Spain  and  Aus- 
trian mines. 

Coffee  is  controlled  by  the  Government  of  Brazil. 

Quebracho  (for  tanning  purposes)  is  controlled  by  combination  of 
producers  and  foreign  manufacturers. 

You  will  note  the  importance  of  most  of  these  commodities  to  the 
farmer. 

The  value  of  our  total  imports  of  the  above  in  1923  exceeded  $525,- 
000,000  and  prices  are  undoubtedly  much  higher  than  would  otherwise 
be  the  case.  There  are  several  others  of  partial  control  or  of  minor  order 
aggregating  altogether  large  sums. 

The  prices  of  these  commodities  enter  into  the  cost  of  living  of  all  our 
people.  An  instance  of  the  special  importance  to  the  farmer  lies  in  sisal 
for  binder  twine,  where  although  present  prices  are  possibly  not  extor- 
tionate, yet  a  few  years  ago  they  were  deliberately  advanced  300%,  and 
during  the  period  fully  $100,000,000  of  excess  prices  was  taken  from  our 
producers,  which  apparently  did  not  even  reach  the  Mexican  farmer. 
Such  combinations  cannot,  of  course,  be  effectively  reached  under  the 
Sherman  Act,  as  they  are  or  can  be  seated  outside  of  our  jurisdiction. 

This  Department  has  given  a  great  deal  of  thought  to  measures  which 
can  be  taken  in  protection  of  the  American  consumer.  Indirect  security 
can  be  obtained  in  some  instances  by  the  stimulation  of  production  in 
other  parts  of  the  world  free  from  these  controls  and  in  other  cases  by 
the  encouragement  of  synthetic  manufacture  in  our  own  borders.  Yet 
these  measures  at  best  require  much  time  before  they  could  afford  pro- 
tection. They  will  not  apply  in  all  cases.  We  shall  be  able  at  a  later 
date  to  offer  some  recommendations  in  these  directions. 

It  is  our  conclusion  that  some  relief  can  be  reached  legislatively. 
Our  exporters  and  manufacturers  are  permitted  by  the  Webb  Pomerene 
Act  to  undertake  joint  selling  agencies  abroad  under  certain  restrictions. 
If  by  an  extension  of  this  Act  our  consumers  were  allowed  to  set  up 
common  purchasing  agencies  for  these  imported  raw  materials  where 
there  is  positive  combination  in  control,  I  am  confident  that  our  people 
could  hold  their  own  in  their  dealings  with  such  combinations.  The 
danger  of  such  common  purchasing  agencies  attempting  to  make  im- 
proper prices  against  our  buying  public  could  be  met  by  provision  in 
the  Act  to  include  proper  assurance  that  all  consumers  who  wished  to 
Participate  would  be  allowed  to  act  through  such  common  buying 
agencies  with  full  equality  of  treatment,  that  such  agencies  would  not 
be  conducted  for  profit  in  themselves,  and  any  other  necessary  restric- 
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tions.  You  already  have  before  you  a  legislative  suggestion  of  this 
order  which  I  believe  can  be  simplified  into  amendments  of  the  Wehh 
Pomerene  Act. 

There  are  comparatively  limited  numbers  of  primary  purchasers  of 
each  of  these  raw  materials,  and  common  purchasing  agencies  would  not 
be  impossible  of  organization.  There  is  active  competition  amongst  our 
manufacturers  in  the  sale  of  goods  in  the  production  of  which  these  raw 
materials  are  used.  It  is  my  belief  that  this  competition  would  natu- 
rally result  in  passing  along  to  the  public  economies  that  can  be  made 
in  the  purchase  of  these  materials  but  in  any  event  provision  could  be 
made  in  the  amendment  to  the  Act  which  could  adequately  protect  our 
own  public  against  any  restraint  of  our  domestic  trade  by  such  com- 
mon  buying  agencies. 

I  am  confident  that  a  unity  of  buyers  is  in  the  long  run  stronger  than 
any  combination  of  producers  because  the  producer  usually  has  the 
disadvantage  of  being  compelled  to  maintain  continuous  production 
whereas  the  consumer  can  so  organize  his  business  if  necessary  as  to 
become  an  intermittent  purchaser. 

It  is  my  belief  that  joint  action  of  our  consumers  dealing  single 
handed  with  such  combination  could,  in  several  cases  at  least,  greatly 
moderate  the  present  cost  of  these  supplies.  We  seek  nothing  further 
than  protection  against  wrongful  treatment  and  our  consumers  are  fully 
alive  to  the  necessity  of  proper  profits  to  foreign  producers  and  thus  the 
assurance  of  full  supplies 

I  may  add  that  the  investigations  which  have  been  in  course  have 
already  given  some  relief  because  apparently  some  of  those  combina- 
tions have  realized  that  immoderate  action  on  their  part  would  stimu- 
late  counter  activities  on  ours 

The  matter  is  one  of  urgent  importance  and  should  have  early  relief. 

Yours  faithfully 

Herbert  Hoover, 
Secretary  of  Commerce 

Several  associations  of  manufacturers  have  approved  the  idea 
of  import  associations.  The  following,  from  the  New  York  Jour- 
nal of  Commerce,  is  typical  of  such  support: 

Washington,  January  13. — Federal  legislation  which  will  permit 
American  importers  of  raw  materials  controlled  by  foreign  monopolies, 
natural  or  otherwise,  to  form  cooperative  associations  for  buying  of  such 
imported  materials  is  urged  by  the  committee  of  experts  appointed  by 
the  Tanners'  Council  of  America  to  cooperate  with  the  Department  of 
Commerce  investigations  surrounding  the  importing  monopoly  con- 
trolled raw  materials.  "This  legislation  is  imperative,  the  committee 
believes,  if  the  United  States  is  to  maintain  a  measure  of  economic  inde- 
pendence with  regard  to  tanning  materials  or  to  prevent  a  serious  degree 
of  paralysis  throughout  the  leather  industry  in  the  event  of  an  interna- 
tional  crisis  " 
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Opposition  to  the  plan,  however,  has  been  expressed.  The  fol- 
lowing editorial  from  the  New  York  Journal  of  Commerce,  August 
20,  1925,  cites  the  arguments  against  import  associations  as  an 
effective  means  of  remedying  the  situation: 

If  there  is  any  way  of  protecting  the  American  consumer  against  the 
actual  or  potential  extortion  of  foreign  selling  combines  then  the  coun- 
try should  find  it  by  all  means.  So  far,  however,  the  remedies  proposed 
have  not  been  of  a  character  to  arouse  enthusiasm.  The  Secretary  of 
Commerce  some  time  ago  suggested  the  desirability  of  opposing  mo- 
nopoly  to  monopoly  by  permitting  American  importers  to  combine  in 
making  purchases  abroad.  It  is  now  reported  that  at  the  next  session  of 
Congress  legislation  will  be  accordingly  urged  to  legalize  import  combi- 
nations under  an  extension  of  the  Webb-Pomerene  Law. 

Rubber,  potash,  coffee,  nitrates,  and  tanning  materials  are  particu- 
larly mentioned  as  belonging  to  the  raw  materials  controlled  at  the 
source  of  supply  by  foreign  monopolies.  The  question  is  whether 
buyers'  monopolies  set  up  for  the  specific  purpose  of  dealing  with 
organized  groups  of  sellers  of  these  commodities  will  be  able  to  do  more 
good  than  harm  by  their  operations.  Under  careful  and  constant  super- 
vision buyers'  combinations  might  have  a  very  salutary  influence  in  con- 
trolling extravagant  price  demands  of  selling  monopolies,  but  the  oppor- 
tunities for  abuse  of  their  privileges  are  many  and  serious,  while  the 
balance  of  advantage  unquestionably  lies  with  the  sellers.  If  the  latter 
insist  upon  exacting  every  cent  the  traffic  will  bear,  and  more  too,  the 
prospective  buyers  have  no  adequate  alternative  sources  of  supply  to 
which  they  may  turn.  They  are  in  such  case  almost  as  helpless  in  com- 
bination as  in  isolation  to  bring  down  the  high  prices  of  monopolized 
commodities. 

The  chief  service  of  legalized  purchasing  monopolies  of  the  sort  that 
the  Secretary  of  Commerce  desires  would  be  to  eliminate  unnecessary 
buying  competition  among  individuals,  substituting  therefor  a  system 
of  raw  material  rationing  on  a  uniform  price  basis.  Such  a  domestic 
buying  monopoly  empowered  to  handle  all  imports  of  some  essential  raw 
material  might  easily  become  an  instrument  of  oppression  and  an 
agency  for  facilitating  gross  distributive  favoritism  unless  a  careful  plan 
could  be  devised  for  equitable  apportionment  or  rationing  of  the  limited 
supplies. 

What  safeguards  would  be  erected  against  domestic  resales  at  exorbi- 
tant figures?  On  what  basis  would  the  quotas  assignable  to  individual 
consumers  be  established?  Is  there  any  good  reason  to  believe  that 
large  importers  whose  facilities  for  direct  purchase  are  better  than 
those  of  their  competitors  would  be  willing  to  pool  their  buying  strength 
with  that  of  weaker  firms?  Buying  combinations  would  in  fact  tend  if 
fairly  managed  to  guarantee  supplies  of  imported  raw  materials  to  in- 
dustrial consumers  who  might  otherwise  be  eliminated  from  the  market 
when  offerings  were  restricted. 
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doSk  S«  in  ?  ™P°rt  trade  assuredly  cannot  fafl  to  affect 
ta£ ™  .™w««»We  a"d  subtle  ways  often  difficult  to 
trace.  Since  our  anti-trust  laws  commit  us  to  the  principle  of  frZ 
competition,  legal  exceptions  to  that  principle  can  only  be  iustifi^ 

r^"SlTPtr^  C°nditi0nS-  The  e^*>ns  of  foreign  monoS 
do  not  seem  thus  far  to  warrant  resort  to  a  remerlv  nf  m 

TxSgT^  Pr<X,UCtiVe  °f  ^ 

22.  Silk  Association  of  America 

EFFORT  TO  IMPROVE  QUALITY  OF  SILK  IMPORTED  TO 
UNITED  STATES  FROM  CHINA 

JSH  ftefnsi0°  °f  *e  ?eld  of  raw  silk  production  was  a  problem 
wnicn  confronted  the  American  manufacturers  of  silk  because 
of  the  expansion  of  the  silk  industry.  The  Silk  Association  of 
America,  therefore,  sought  methods  to  improve  the  oualitv  of 

ulSVf  i°,eXKtend  kS  Pr°dUCti0n-  M^fecturers  i/the 

aiSftv  2 fS,  «t  f diC3PPed  by  ^  lack  of  uniform 

quality  m  raw  silk  exported  from  China  that,  in  19x7,  a  repre- 
sentative was  sent  through  Central  and  Southern  China  by  this 
association  to  investigate  the  methods  of  cultivation  of  silk  worms 
and  the  processes  of  manufacture.  Much  of  the  Chinese  silk  im. 

I'm  mm 

was  rejected  because  of  inferior 
quality,  generally  traceable  to  diseased  silk  worms  and  to  care- 
less methods  of  reeling  and  marketing  silk.  This  class  of 
product  should  have  been  eliminated  before  it  entered  the 
export  trade.  Since  the  American  manufacturer  needed  an  even 
and  clean  silk  of  the  greatest  possible  tensile  strength  it  was 
deemed  necessary  to  educate  the  Chinese  producers  to  fulfill  these 

an  uninterrupted  supply  of  raw 
materials  of  the  desired  quality  from  that  market.  The  establish- 
ment  of  a  testing  house  in  China  to  standardize  the  silk  shipped 
to  America  was  not  feasible  unless  the  production  of  suitable  raw 
silk  was  increased  substantially.  If  a  testing  house  was  deemed 
desirable,  the  association  had  the  choice  of  sponsoring  it  or  en- 
couraging another  agency  to  establish  it. 

For  hundreds  of  years,  the  bulk  of  the  world's  supply  of  silk 
came  from  China.  During  the  50  years  preceding  1917  however, 
Japan  assumed  predominant  leadership  in  the  raw  silk  market. 
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In  that  year  75%  of  the  raw  silk  exported  from  China  and  Japan 
to  the  United  States  was  shipped  from  Japan1  and  continued  to 
be  a  vitally  important  industry.  The  Chinese  producer  regarded 
domestic  consumption  of  raw  silk  as  his  principal  market,  and 
for  that  reason  improved  quality  was  of  minor  importance  to 
him.  Increased  production  was  the  hope  of  the  Silk  Association 
of  America.  That  could  be  secured  only  through  the  development 
of  disease-free  silk  worm  eggs.  This  was  undoubtedly  a  Chinese 
problem,  but  it  was  found  impossible  to  raise  funds  locally. 
Southern-  China  was  bankrupt,  and  Northern  China  could  do 
nothing  while  the  chaotic  political  situation  continued.  Until  the 
development  was  sufficient  to  demonstrate  its  reasonableness  and 
usefulness  to  the  entire  Chinese  farming  population,  the  funds 
had  to  be  raised  and  disbursed  by  private  interests.  The  Associa- 
tion hesitated  to  take  direct  steps  because  of  the  possibility  of  an 
unfavorable  reaction  to  American  interference.2 

It  was  suggested  that  the  association  carry  out  its  project 
through  the  Christian  colleges  in  China,  which  could  be  interested 
in  the  plans  through  a  desire  to  improve  social  conditions.  Such 
institutions  could  provide  only  a  fraction  of  1  %  of  the  silk  worm 
eggs  needed  by  the  industry,  but  results  from  the  colleges'  experi- 
mental work  seemed  assured.  Hence,  it  was  decided  to  cooperate 
with  the  various  colleges  of  the  country.  Buildings  were  con- 
structed at  the  Canton  Christian  College  and  at  the  University  of 
Nanking;  sums  of  money  were  given  to  these  and  to  other  col- 


^xports  of  Raw  Silk  Compiled  by  the  Statistical  Bureau 
of  the  Silk  Association  of  America 


Japan* 

Shanghai! 

Canton* 

Year 

United 

Europe 

United 

Europe 

Asia  and 

United 

States 

States 

Africa 

States 

Europe 

1922 

313,733 

31.818 

26.160 

33.065 

15.415 

45.7" 

19.169 

1921 

247.204 

14,061 

34.471 

21. 113 

17.579 

48.057 

13.509 

1920 

145,301 

26,662 

18.035 

21.283 

15.412 

25.181 

I4.3« 

1919 

274.035 

9.766 

46.371 

29.717 

18,915 

34.626 

22.415 

1918 

203. SS  5 

32,267 

26.021 

36,622 

12.585 

15.451 

24.338 

1917 

219,574 

35.506 

32,099 

32.304 

15.580 

23.568 

28.329 

1916 

181,724 

37.023 

35.232 

27.540 

16.584 

19.128 

26.678 

1915 

147.677 

32.223 

40.326 

41.216 

19.295 

26.645 

13.144 

1914 

141. 941 

28,740 

20,046 

25.407 

27.246 

18,560 

22.137 

1913 

135.541 

65.936 

29,782 

47.674 

7.652 

18,272 

48.654 

*  Shipping  bales, 
t  Picul  bales  (133  1/3  pounds). 
X  Catty  bales  (106  2/3  pounds). 


8  See  Howard  and  Buswell,  A  Survey  of  the  Silk  Industry  of  South  China, 
fcg  Nan  Agricultural  College,  Canton,  Bulletin  No.  12,  1925- 
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leges.  From  several  of  these,  groups  were  sent  out  to  instruct 
the  growers  in  the  remoter  regions  in  the  proper  methods  of 
breeding  and  rearing  silk  worms.  The  Christian  colleges  at- 
tempted to  instruct  the  Chinese  in  the  modern  scientific  methods 
which  had  been  developed  in  Europe  and  in  Japan. 

Egg  sheets  prepared  by  the  colleges  were  sold  in  the  native 
markets  by  college  agents.  Although  the  price  was  $5  Mexican,8 
as  compared  with  $1  and  $1.50  charged  by  the  native  producers, 
the  farmers  learned  that  the  price  of  egg  sheets  sold  by  the  col- 
leges was  not  excessive,  since  every  egg  on  the  sheet  hatched 
into  a  strong  worm,  whereas  it  was  necessary  to  buy  three  or  four 
sheets  from  the  natives  in  order  to  secure  the  same  number. 
Cocoons  from  the  inspected  eggs,  furthermore,  brought  two  or 
three  times  the  ordinary  price. 

Mechanical  testing  of  imported  Chinese  raw  silk  had  been  made 
in  the  United  States  by  the  United  States  Testing  Company,  Inc. 
The  rejected  silk,  which  had  no  market,  was  a  resultant  economic 
loss.  It  was  suggested,  therefore,  that  the  Silk  Association  of 
America  established  a  testing  house  in  China  to  inspect  outgoing 
shipments. 

American  manufacturers  had  been  represented  in  China  by 
Swiss,  Italian,  and  French  buying  agents.  When  it  was  suggested 
to  them  that  testing  and  standardization  be  attempted,  they  were 
unanimous  in  the  opinion  that  it  was  impossible  because  the 
Chinese  resented  interference  with  their  centuries-old  methods. 
It  was,  however,  to  the  advantage  of  the  Chinese  growers  that 
their  markets  in  the  United  States  be  increased;  that  could  be 
done  only  when  the  raw  silk  met  the  requirements  of  the  American 
manufacturer. 

One  of  the  functions  of  the  representative  who  visited  China  in 
191 7  and  of  the  1920  mission  was  to  aid  in  deciding  this  question. 
Testing  was  imperative,  but  the  Silk  Association  of  America  did 
not  want  to  incur  the  displeasure  of  the  Chinese  which  might 
result  from  the  contacts  with  a  testing  house.  When  a  consign- 
ment was  rejected,  the  producer  directed  his  resentment  against 
the  agency  of  the  rejection. 

The  devices  for  mechanical  testing  had  been  improved  so  that 

8  This  was  the  price  in  silver.  The  Mexican  dollar,  with  a  value  of  approx- 
imately one-half  that  of  a  United  States  gold  dollar,  was  the  unit  to  which  ref- 
erence  was  made. 
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quality  testing  by  this  means  was  recognized  as  a  practical  method 
of  preventing  the  frequent  mistakes  of  visual  and  tactile  inspec- 
tion. The  standard  tests  for  raw  silk  which  were  recommended, 
namely,  the  winding  test,  the  sizing  test,  and  the  American  sizing 
test,  were  in  conformity  with  the  established  practice.  The  use 
of  "tentative  standard  tests"  was  recommended,  because  although 
they  were  in  a  state  of  development,  they  were  advanced  suffi- 
ciently to  represent  the  most  satisfactory  laboratory  practice. 
They  did  not  affect  sales  contracts  under  the  rules  of  the  associa- 
tion. The  "tentative  classification"  proposed  four  grades  of  silk 
which  were  sufficient  to  meet  the  needs  of  American  manufac- 
turers. If  a  testing  house  were  to  be  established,  it  would  be 
necessary  that  standards  be  adopted  as  a  common  basis  of  under- 
standing for  the  buyer  and  seller. 

A  testing  house  was  opened  in  Shanghai  in  192 1  as  a  branch 
of  the  United  States  Testing  Company,  Inc.,  an  organization 
separate  from  the  Silk  Association  of  America.  In  this  way  the 
Association  was  able  to  appear  in  the  background,  and  none  of 
the  potential  displeasure  was  likely  to  be  directed  against  it. 

The  second  American  Silk  Mission,  whose  chairman  was  the 
president  of  the  Silk  Association  of  America,  visited  China  in 
March  and  April,  1923.  In  Canton,  where  reeling  of  the  standard 
American  silk  skein  had  been  introduced,  it  was  possible  for  an 
unscrupulous  producer  to  change  chop  tickets  of  an  inferior  lot 
which  had  been  rejected  by  one  exporter  and  deliver  it  again 
under  another  name  to  a  shipper  whose  inspection  was  not  so 
severe;  substitution  of  this  kind  took  place  until  the  lot  was  ac- 
cepted. A  chop  ticket  was  a  brand  which  was  inserted  in  each 
skein.  In  order  to  prevent  substitution,  the  mission  recommended 
that  small  chop  tickets  similar  to  those  used  by  the  Italian  fila- 
tures be  inserted  in  each  skein.  This  was  recommended  also  by 
the  Silk  Association  of  America  in  June,  1923,  as  a  result  of  the 
report  of  the  Committee.  These  small  chop  tickets  already  were 
placed  in  all  the  silk  shipped  to  Lyons  and  England.  The  plan 
was  approved  by  the  majority  of  the  exporters. 

When  the  work  of  the  Shanghai  Testing  House  was  inspected, 
it  was  discovered  that  both  the  exporters  and  the  Chinese  had 
misunderstood  the  functions  of  the  testing  house;  both  groups 
thought  that  it  had  been  established  to  classify  silk.  The  Chinese 
stated  their  willingness  to  use  the  testing  house,  if  the  tests  were 
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accepted  as  final.  It  was  explained  to  them  that  such  procedure 
was  not  customary  in  any  part  of  the  world,  that  neither  Milan, 
Yokohama,  nor  Lyons  tests  were  final,  and  that  no  group  of 
buyers  would  accept  such  a  provision.  The  mission  was  satisfied 
with  the  progress  of  the  testing  house.  A  group  of  36  Chinese 
were  being  instructed  at  the  testing  house  and  would  return  to 
their  filatures  with  definite  knowledge  of  American  requirements 
and  with  a  more  scientific  attitude.  It  was  planned  to  admit  other 
students  when  the  course  would  be  completed,  and  to  continue  the 
instruction  indefinitely. 


23.  Associated  Importing  Corporation 

AN  ARRANGEMENT  BY  CONSUMERS  FOR  DIRECT  PURCHASES 
OF  RAW  MATERIALS  FROM  FOREIGN  PRODUCERS 

The  proprietor  of  the  Wightman  Company,  an  import  broker  of 
raw  materials  such  as  rubber,  camphor,  sisal,  and  cotton,  believed 
that  the  waste  involved  in  several  commissions  and  speculative 
profits  on  the  importation  into  the  United  States  of  raw  materials 
could  be  eliminated.  Raw  materials  rather  than  finished  articles 
were  speculated  in,  since  neither  the  production  of  most  raw  ma- 
terials nor  the  purchase  of  them  by  the  consumer  was  constant 
through  the  year.  Finished  products  changed  in  price  less  fre- 
quently and  did  not  provide  such  a  good  basis  for  speculation. 

Since  both  consumers  and  producers  disliked  the  frequent 
changes  in  price  which  they  had  to  pay  or  to  receive  for  their  raw 
materials,  the  Wightman  Company,  in  an  attempt  to  overcome 
this  difficulty,  in  the  fall  of  1923  called  a  conference  of  repre- 
sentatives of  foreign  producers  of  raw  materials  and  American 
manufacturers  and  consumers  to  consider  the  possibility  of  organ- 
izing the  Associated  Importing  Corporation.  Included  in  this 
conference  were  representatives  of  an  association  of  camphor  re- 
finers in  China  and  of  rubber  producers  in  the  Dutch  East  Indies 
with  which  the  Wightman  Company  had  had  previous  dealings 
and  whose  officials  were  known  personally.  They  had  shown  an 
interest  in  the  plan  previous  to  the  conference.  These  associa- 
tions controlled  about  50%  of  the  camphor  and  20%  of  the  rub- 
ber production  in  their  respective  localities. 
It  was  planned  that  the  corporation  would  supply  a  buying 
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service  on  all  classes  of  raw  materials  for  those  manufacturers 
who  did  not  purchase  directly  from  foreign  producers.  The  cor- 
poration was  to  be  the  service  agency  through  which  consumers 
and  producers  were  to  be  brought  together.  The  Associated  Im- 
porting Corporation  was  to  secure,  through  personal  solicitation, 
a  group  of  consumers  who  would  make  contracts  directly  with 
producers  for  the  purchase  of  their  imported  raw  materials  in  a 
definite  quantity,  grade,  and  price  for  a  period  of  3  to  12  months 
or  longer. 

The  Associated  Importing  Corporation  planned  to  negotiate 
with  both  associations  of  producers  or  their  representatives  and 
individual  producers  of  raw  materials.  If  it  had  orders  from 
consumers  for  a  larger  quantity  of  raw  material  than  could  be 
supplied  by  the  producers  who  were  marketing  through  the  Asso- 
ciated Importing  Corporation,  it  would  use  these  specific  orders 
to  secure  the  interest  of  more  producers  in  its  plan.  Similarly,  if 
producers  of  any  raw  materials  desired  to  secure  through  the  As- 
sociated Importing  Corporation  customers  who  might  contract 
for  their  entire  output,  the  Associated  Importing  Corporation 
would  use  this  request  to  solicit  the  cooperation  of  new  consum- 
ers in  its  plan.  Camphor  and  sisal  were  used  in  the  United  States 
mostly  by  four  or  five  large  manufacturers  who  did  not  maintain 
their  own  foreign  buying  organizations.  Rubber  and  the  other 
raw  materials  which  the  Associated  Importing  Company  would 
deal  in  were  purchased  by  many  manufacturers. 

Contracts  were  to  be  made  at  the  beginning  of  each  year.  The 
prices  agreed  upon  by  the  parties  to  the  contract  were  to  be  made 
in  any  one  of  three  ways :  ( 1 )  At  a  price  determined  each  month 
of  the  period  of  the  contract  by  the  average  price  of  the  month 
preceding  delivery  (see  Contract  A,  page  293,  Part  3,  para- 
graph 1) ;  (2)  at  a  fixed  price  for  the  entire  period  (see  Contract 
B,  page  295,  paragraph  3);  (3)  at  a  cost  price  to  be  agreed  upon 
plus  a  reasonable  profit  to  the  producer. 

The  first  method  eliminated  the  possibility  of  consumers  or  pro- 
ducers purchasing  or  selling  during  the  entire  period  of  the  con- 
tract at  a  loss,  and  overcame  daily  and  weekly  price  speculations. 
The  second  method  could  be  used  in  the  purchase  of  products,  the 
prices  of  which  could  be  estimated  with  some  certainty  in  ad- 
vance. The  third  method  of  price  setting  would  assure  the 
producer  of  fair  profit  and  prevent  speculative  losses  to  the  con- 
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sumer;  its  use  would  depend  upon  the  mutual  confidence  of  the 
parties  concerned.  The  proprietor  of  the  Wightman  Company 
believed  that  the  last  method  was  the  most  suitable  but  that  it 
could  be  used  only  when  producers  were  induced  to  accept  a 
steady  profit  instead  of  a  speculative  profit. 

The  Associated  Importing  Corporation  would  guarantee  the 
consumer  that  no  shipments  would  be  transferred  to  other  pur- 
chasers. The  consumer  would  guarantee  the  Associated  Import- 
ing Corporation  and  the  producer  that  he  would  use  in  his  own 
plant  all  the  raw  materials  sold  to  him  on  this  basis.  If  the 
manufacturer  did  not  have  an  immediate  need  for  the  purchase  or 
any  part  thereof,  it  was  to  be  resold  by  the  corporation  for  a 
service  charge  plus  the  actual  expense  incurred  in  selling  it.  Any 
loss  in  reselling  the  material  was  to  be  borne  by  the  original  pur- 
chaser. This  was  to  protect  the  producer  against  speculative 
operations  in  connection  with  the  legitimate  manufacturing  needs 
of  the  consumer.  In  case  of  failure  to  make  delivery  on  a  con- 
tract by  the  producer,  the  corporation  was  obligated  to  provide 
the  consumer  with  his  required  supply  from  other  sources  at  the 
best  price  obtainable.  In  case  of  a  dispute  over  the  quality  or 
price  of  any  article,  the  Associated  Importing  Corporation  would 
act  on  behalf  of  the  consumer  and  take  the  necessary  steps  to 
protect  his  interests.  Both  consumers  and  producers  were  obli- 
gated morally  to  abide  by  the  contract.  The  arbitration  board 
of  the  rubber  association  would  act  on  disputes  arising  between 
importers  and  producers  of  rubber. 

The  Associated  Importing  Corporation  would  derive  its  income 
from  commissions  paid  by  the  producer.  These  commissions 
would  vary  from  i%  to  5%,  depending  upon  the  type  of  prod- 
uct, the  length  of  time,  and  the  expenditure  of  effort  required 
to  obtain  the  contracts.  The  consumer  would  pay  the  producer 
the  invoice  price,  including  cost,  insurance,  and  freight.  Cus- 
toms duties  and  trucking  expenses  would  be  paid  by  the  Asso- 
ciated Importing  Corporation  and  charged  to  the  consumer. 

It  was  expected  that  the  consumers  and  producers  who  trans- 
acted business  through  the  Associated  Importing  Corporation 
would  not  experience  the  risks  of  speculation  in  their  purchases 
and  sales.  A  steady  outlet  for  his  products,  furthermore,  would 
be  guaranteed  to  the  producer  and  a  steady  supply  of  them  to  the 
consumer.  The  proprietor  of  the  Wightman  Company  believed 
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that  the  producer  would  be  satisfied  even  if  the  market  quota- 
tions on  his  product  became  higher  than  the  contract  price,  be- 
cause the  producer  would  be  assured  of  a  steady  profit.  On  the 
other  hand,  consumers  probably  would  be  satisfied  when  the  mar- 
ket price  declined  below  the  contract  sale  price  because  they  were 
assured  of  a  definite  supply,  and  could  arrange  the  contract  so 
that  an  adjustment  in  prices  each  month  of  its  duration  was 
possible. 

Low  operating  costs  should  result  from  dealing  with  the  Asso- 
ciated Importing  Corporation  because  of  the  large  quantity  of 
shipments.  The  Associated  Importing  Corporation  might  secure 
a  lower  price  for  the  consumer  because  of  the  number  of  con- 
tracts it  could  obtain  for  the  producer.  Shipments  could  be  com- 
bined, moreover,  to  secure  lower  freight  rates.  Consequently,  it 
was  better  for  consumers  and  producers  interested  in  direct  pur- 
chase to  make  arrangements  through  this  corporation. 

A  sufficient  number  of  contracts  for  the  purchase  of  rubber 
and  camphor  could  be  secured  to  warrant  the  organization  of  the 
proposed  corporation.  Enough  consumers  expressed  their  willing- 
ness to  enter  into  contracts  with  a  group  of  rubber  producers  in 
the  Dutch  East  Indies  to  take  their  total  supply  of  1,500  tons  per 
month.  Contracts  could  be  secured  from  consumers  to  take  the 
available  production  of  25,000  pounds  of  camphor  per  month 
from  a  group  of  refiners  in  China. 

There  was  no  immediate  prospect  for  the  establishment  of 
direct  relations  with  producers  of  other  raw  materials.  Egyptian 
cotton  and  Yucatan  sisal  producers  might  be  induced  to  join  the 
Associated  Importing  Corporation,  but  an  appreciable  outlay  of 
capital  would  be  necessary  in  their  case  because  those  crops  were 
controlled  by  merchants  who  financed  the  producers  at  the  begin- 
ning of  each  season.  Producers  of  sisal  and  Egyptian  cotton  who 
were  not  financed  by  outside  interests  controlled  a  negligible 
quantity  of  the  world's  supply.  Previous  personal  communica- 
tions of  the  proprietor  of  the  Wightman  Company  with  associa- 
tions of  camphor  refiners  in  China  and  of  rubber  growers  in  the 
Dutch  East  Indies  had  induced  them  to  support  the  proposed 
company.  This  personal  association  and  acquaintance  with  the 
producers  and  consumers  was  necessary  before  satisfactory  coop- 
eration in  the  plan  of  the  Associated  Importing  Corporation  could 
be  secured. 
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There  appeared  to  be  no  inducement  in  this  plan  to  make  the 
consumers  renew  contracts,  if  they  found  at  the  expiration  of  a 
contract  that  the  net  amount  paid  for  their  raw  materials  was 
larger  than  it  would  have  been  had  they  not  entered  into  a  pur- 
chase contract. 

Although  the  proprietor  of  the  Wightman  Company  realized 
the  difficulties  of  securing  renewed  contracts  and  the  obstacles  to 
be  overcome  in  enlisting  the  cooperation  of  the  producers  of  other 
raw  materials,  he  believed  that  this  method  of  pure  nase  was 
sound  and  would  arouse  the  interest  of  more  consumers  each 
year  after  it  had  been  tested.  The  Associated  Importing  Corpo- 
ration, therefore,  was  organized  in  the  spring  of  1924. 

CONTRACT  A 
CONTRACT  ON  AVERAGE  MONTHLY  PRICE 

Special  Thin  Smoked  Sheet  Rubber 

Seller:  Buyer: 

Messrs.  Blank  &  Company,  Ltd.     John  Jones  &  Company 
London,  England  Akron,  Ohio 

Part  i 

Quality  i.     The  seller  agrees  to  sell  the  output  of  one  or 

part  of  one  of  his  plantations  to  be  used  for  mak- 
ing Special  Thin  Smoked  Sheet  Rubber.1 

2.  Sheets  to  be  calendered  to  uniform  thickness  of 
one  thirty-second  (1/32)  of  an  inch. 

3.  Sheets  to  be  smoked,  as  per  sample  attached, 
and  thoroughly  dried  before  packing. 

4.  A  representative  sample,  sealed  and  signed  by 
both  parties  to  be  in  the  possession  of  the  under- 
signed representatives. 

Part  2 

Quantity  i.     For  the  first  period  of  one  year,  beginning  with 

the  month  in  which  the  first  shipment  is  made,  not 
less  than  one  hundred  and  twenty  (120)  tons 
(2240  lbs.  to  the  ton). 
2.     Letter  of  credit  to  be  opened  by  the  buyer,  in 
about  thirty  (30)  or  forty  (40)  tons  additional  for 

  the  first  period  of  one  year. 

lThis  arrangement  would  assure  the  consumer  of  a  uniform  rubber  compound 
and  would  avoid  the  necessity  of  changing  their  formulas  to  conform  to  the 
different  coagulants  which  may  be  used  if  the  rubber  is  supplied  by  various 
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Part  3 
Price 


Part  4 
Terms 


Part  5 
.  Insurance 

Part  6 
Shipments 


Part  7 
Packing 


x.  Each  monthly  shipment  portion  to  be  based  on 
the  average  monthly  price  of  Standard  Ribbed 
Smoked  Sheets,  as  ascertained  by  the  Rubber 
Trade  Association  of  London,  for  the  month  pre- 
ceding shipment. 

2.  A  reasonable  commission  to  be  added  to  the 
above  price.  (Say,  two  and  one-half  (2^) 
pence  per  pound  paid  by  the  producer  to  the  Asso- 
ciated Importing  Company.) 

1.  Cost  and  freight  to  New  York. 

2.  Letter  of  credit  to  be  opened  by  the  buyer,  in 
favor  of  the  shipper,  to  be  available  the  first  day 
of  the  shipment  month. 

3.  Drafts  to  be  drawn  at  ninety  (90)  days  sight 
and  accompanied  by  complete  documents,  that  is, 
bills  of  lading,  consular  invoices,  commercial  in- 
voices, and  weight  returns. 


1.     Insurance  to  be  effected  by  buyer. 


2  • 


Equal  monthly  portions  of  ten  tons  (10)  each 
during  the  first  period  of  one  year. 

Any  increase  in  the  total  yearly  tonnage  to  be 
shipped  in  equal  monthly  portions  during  the  re- 
mainder of  the  contract  period. 

Shipper  to  notify  buyer  steamer's  name  as  soon 
as  shipment  has  been  made. 

First  shipment  to  be  made  as  soon  as  possible 
after  contract  has  been  accepted  by  both  parties. 


1. 


2  * 


4* 


Each  sheet  to  be  the  same  size  as  the  case, 
that  is,  about  two  (2)  feet  wide  and  three  (3) 
feet  long. 

Each  individual  sheet  to  be  laid  evenly  on  top 
of  another. 

Sheets  are  not  to  be  lapped  on  the  edges  or 
turned  from  one  layer  to  the  next.  (This  is  neces- 
sary for  the  manufacturer's  purpose,  as  he  washes 
each  sheet  separately  and,  therefore,  it  must  be 
possible  to  strip  off  one  sheet  at  a  time.) 

Each  sheet  to  be  dusted  with  a  light  coating  of 
talc  to  prevent  massing. 

Cases  to  be  packed  about  200  (two-hundred) 
pounds  net. 
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Part  8 

Maqvtup 


Part  9 
Weights 


Part  10 

Si 


Part  ii 
Arbitration 


Part  12 
Option 


Accepted  by 


6.  Cases  to  be  made  of  sound  wood,  of  sufficient 
strength  to  properly  carry  contents,  banded  with 
metal  at  both  ends  and  across  the  middle. 

1.  A  I  C  New  York. 

2.  The  cases  for  each  monthly  shipment  portion 
should  be  numbered  commencing  with  number 
one  each  month. 

3.  In  accordance  with  the  United  States  Customs 
regulations,  each  case  is  to  be  marked  with  the 
name  of  the  country  of  origin  below  the  original 

bill  ppcib    I  lid,  TK-S. 

1.  Shipping  weights  and  tares. 

2.  Weight  list,  showing  number  and  weight  of  each 
individual  case. 

3.  Gross,  tare,  and  net  weight  to  be  marked  on 
each  case. 

1.  Seller  to  guarantee  shrinkage  of  one  (1)  per 
cent. 

2.  Any  excess  of  one  (1)  per  cent  to  be  credited  to 
the  buyer. 

3.  Buyer  to  furnish  seller  with  certified  weigh 
master's  return  in  the  event  of  shrinkage  claim. 

1.  All  arbitration  on  quality  to  be  settled  by  Lon- 
don Arbitration. 

2.  Seller  to  appoint  arbitrator  to  act  in  his  behalf 
and  draw  sealed  samples  for  submission  to  arbi- 
tration. 

1.  Renewal  of  this  contract  for  an  additional 
period  of  one  (1)  year  to  be  at  the  option  of  the 
buyer. 

2.  Buyer  required  to  inform  the  seller  of  such  in- 
tention by  letter  via  registered  mail  not  later  than 
one  (1)  month,  prior  to  the  expiration  of  this 
contract. 

Respectfully  submitted, 
Yours  faithfully. 

Associated  Importing  Corporation 


accepted  by 


President 


JB|  WW 

Seller 


Buyer 
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CONTRACT  B 
CONTRACT  ON  FIXED  PRICE 
Associated  Importing  Corporation 

Contract 

No  

Messrs.  Black  Rubber  Estates, 

Dutch  East  Indies 
Dear  Sirs: 

We  confirm  having  sold  for  your  account  the  following: 
Quality:         About  six  hundred  (600)  tons  (2240  lbs.  to  the 

ton)  Shipping  weights. 
Quality:         Standard  Ribbed  Smoked  Sheet,  Hevea  Brazil- 

iensis  Plantation  Rubber. 
Price:  Twenty-eight  and  one-half  (2^/2)  cents  per  lb. 

c.i.f .  New  York. 

Terms:  Irrevocable  Confirmed  Bankers  Letter  of  Credit, 

drafts  to  be  drawn  at  ninety  (90)  days'  sight  on 
New  York. 

Position:         For  shipment  from  the  Far  East  to  New  York  in 

equal  quantities  of  two  hundred  (200)  tons 
monthly  during  the  months  of  October /Novem- 
ber/December, 1923. 

Shrinkage:      In  excess  of  one  per  cent  (1%)  for  seller's 

account. 

Buyers:  John  White  &  Company 

Cleveland,  Ohio 
U.  S.  A. 

Commission:     One  (i)  per  cent. 

This  contract  is  made  subject  to  the  rules  and  regulations  of 
the  Rubber  Trade  Association  of  New  York,  Inc.,  said  rules 
and  regulations  are  made  part  hereof  the  same  as  if  herein  set 
forth  in  full. 

All  claims  and  controversies  arising  under  or  in  relation  to  this 
contract  shall  be  determined  by  arbitration  conducted  under 
the  By-laws,  Rules,  and  Regulations  of  the  Rubber  Trade 
Association  of  New  York,  Inc. 

ASSOCIATED  IMPORTING  CORPORATION  does  not  as- 
sume any  responsibility  under  this  contract. 
Accepted  Faithfully  yours, 

John  White  &  Company        Associated  Importing  Corporation 

By   By  


A.  TIME,  SIZE,  AND  SOURCE  OF  PURCHASES 
i.  Hood  Rubber  Company 

X>riT  TrV  fXU  UTTRTn?l>  "RTTVfMP  TYTTDT'Mf!,  "DTT'PTfYn  HTf  PrYWTPfVr 

OF  PRODUCTION  BY  PRODUCERS 

The  Hood  Rubber  Company,  with  a  plant  near  Boston,  manu- 
factured rubber  products  of  various  kinds,  including  tires,  tubes, 
footwear  and  specialties  for  which  its  requirements  of  crude 
rubber  during  1924  approximated  10,000  tons.  The  company  used 
principally  the  grade  of  rubber  known  as  "ribbed  smoked  sheets," 
which  it  bought  in  various  markets,  principally  Singapore,  London, 
Colombo,  Batavia,  and  Antwerp.  The  point  at  which  rubber  was 
bought  depended  on  ruling  prices,  but  the  bulk  of  the  company's 
rubber  was  bought  in  Singapore,  where  crude  plantation  rubber 
was  sold  weekly  at  auction  and  also  privately  to  merchants  and 

The  company  bought  in  Singapore  through  a  local  firm  of  mer- 
chants who  cabled  daily  quotations  on  stocks  on  hand  or  available. 
This  firm  also  attended  to  the  details  of  checking  quantities  and 
qualities  and  of  arranging  for  shipment  of  the  rubber  to  the 
United  States.  Originally  the  firm  charged  a  definite  commission 
for  its  services,  but  recently  this  practice  had  been  abandoned 
and  service  charges  were  included  in  the  quotations.  The  com- 
pany  bought  against  the  quotations  received  after  checking  with 
prices  prevailing  at  the  other  rubber  markets. 

For  a  number  of  years  prior  to  September,  1925,  the  company 
had  followed  a  conservative  policy  of  buying  rubber,  purchasing 
cautiously  on  a  rising  market  and  heavily  on  a  falling  market. 
With  the  continued  operation  of  the  so-called  Stevenson  plan, 
however,  and  with  other  changes  in  the  rubber  industry,  the  com- 
pany considered  whether  or  not  this  policy  should  be  followed  on 

future  nurrliocAC 

iuuire  purcudbca. 
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The  Stevenson  plan  for  the  regulation  of  rubber  output  became 
effective  on  November  1,  1922,  following  a  report  to  Parliament 
by  a  select  committee  headed  by  Sir  James  Stevenson.  Only 
rubber  production  in  British  possessions  was  affected.  The  plan 
was  sponsored  by  the  British  Government,  and  although  an 
attempt  was  made  to  secure  the  support  of  the  planters  in  the 
Dutch  East  Indies,  such  support  was  not  forthcoming.  In  1920, 
however  70%  of  the  world's  rubber  was  produced  in  British 
Malaya  'and  in  Ceylon  so  that  the  effect  of  any  restriction  on  out- 
put  in  that  quarter  was  bound  to  have  a  marked  effect  on  crude 

rubber  prices.  ,  _ 

The  Stevenson  plan  adopted  as  "standard  production  the 
actual  output  of  each  producer  between  November  1,  1919,  and 
October  31, 1920.  It  provided  for  an  output  during  1923  amount- 
ing only  to  60%  of  standard  production  by  imposing  export  taxes 
ranging  from  Ad  to  is  a  pound  on  producers  who  shipped  in 
excess  of  the  60%  allowance.  The  professed  object  of  the  plan 
was  to  procure  for  crude  rubber,  taking  ribbed  smoked  sheets  as 
standard,  a  minimum  price  of  is/$d  and  a  maximum  of  is/6d. 
In  192 1,  the  actual  cost  of  producing  rubber  was  unofficially  esti- 
mated at  an  average  of  26  Singapore  cents  a  pound,  and  Table  1 
shows  the  official  compilation  of  costs  made  up  from  returns  of 
221  producers  in  later  years.  ,      u  . 

In  order  to  control  the  price  within  the  professed  limits,  the 
plan  provided  for  the  automatic  increase  of  the  exportable  allow- 
ance by  5%  should  the  price  of  rubber  average  between  is/ 3d 


Table  i 

All-in  Costs  of  Plantation  Rubber* 


Producers 

1922— 1923 

1923— 1924 

Crop 
(tons) 

All-in 

Costt 
(pence) 

Crop 
(tons) 

All-in 
Cost 
(pence) 

140  Malayan  Companies  

33  Dutch  East  Indies  Com- 

28  Ceylon  Companies  

20  Plantation  Companies 
Elsewhere  

37,622 

",257 
8,111 

4,116 

8.68 

7.60 
9.07 

33,720 

10,890 
6,509 

5,042 

9.68 

9  13 
9.01 

8.46 

*  From  report  of  Symington  and  Sinclair,  London,  March,  1925. 
t  Including  everything  except  allowance  for  dividends  and  depreaaUon, 
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Permitted  Monthly  Shipments  Under  Stevenson  Plan 
at  Possible  Varying  Percentages 


Percentage 

Tons 

Tons 

IOO 

28,416 

75 

95 

70 

20,266 

90 

25.699 

18,907 

"5 
80 

24..140 

17,549 

22,982 

55 

16,192 

*  From  India  Rubber  World,  September  1,  1935. 


and  is/bd  &  pound  during  a  three-month  period.  Should  the 
price  average  is/6d  or  above,  it  was  provided  that  the  allowance 
should  be  increased  similarly  by  10%  during  the  ensuing  quarter. 
In  accordance  with  this  provision  the  exportable  allowance  was 
increased  to  65%  of  standard  production  on  May  1,  1925,  and 
to  75%  on  August  1,  1925.  In  addition  to  this  increase,  the  Brit- 
ish Government  authorized  during  1925  a  special  overall  allow- 
ance of  1,250  tons  monthly,  which  was  to  supplement  the  auto- 
matic increases  permitted  under  the  plan.  Including  this  special 
allowance,  Table  2  shows  in  tons  the  quantities  permitted  to  be 
exported  from  British  Malaya  and  Ceylon  at  varying  percentages. 

It  is  interesting  to  compare,  with  Table  2,  Table  3,  which  shows 
the  estimated  world  requirements  for  1925  and  the  estimated 
shipments.  It  will  be  noted  that  with  the  Stevenson  plan  in  effect, 
British  Malaya  and  Ceylon  can  supply  only  50%  of  the  total 
shipments,  leaving  a  deficit  of  38,000  tons  to  be  met  from  exist- 
ing stocks.  This  compares  conservatively  with  the  actual  situation 
in  1924  when  world  consumption  of  crude  rubber  reached  a  total 
of  475>ooo  tons  against  a  production  of  415,000  tons.  Stocks  in 
London  were  reduced  by  31,000  tons  and  in  the  United  States 
by  19,000  tons  to  make  up  the  resulting  deficit.1 

At  the  time  that  the  Stevenson  plan  became  effective  on  Novem- 
ber 1,  1922,  ribbed  smoked  sheets  were  selling  for  about  Sd  a 
pound.  With  the  adoption  of  the  plan,  the  price  began  to  rise 
steadily.  Table  4  shows  the  average  New  York  prices  over 
quarterly  periods  and  Figure  1,  on  page  300,  gives  a  graphic  repre- 
sentation showing  the  course  of  prices  during  1924  and  for  the 
firstright  months  of  1925. 

1From  India  Rubber  World,  June  1,  1925. 
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Table  3 

 Estimates  for  1925* 

Shipments  Tons  Total  Tons  per  Month 

British  Malaya  and  Ceylon  (maximum  allowed)  233,688  IQ474 

Dutch  East  Indies   *1Sr°oo  14,583 

Other  plantations    27>°°0 

Brazil    23'°°°  ^ 

Wild    J'?00  5 

Deficit   _3Mli   

503,500  38,724 

Requirements 

United  States  of  America   Sgooo  29  z6j 

United  Kingdom    a5,°oo  a  o»5 

France    ^ '     ^  2417 

Germany   ..............  con  701 

Italy   

Rest  _i8Jooo  .  I>5oo 

 503,500  4i,95» 

*  From  India  Rubber  World,  September  1,  1925. 

Undoubtedly,  the  Stevenson  plan  was  largely  responsible  for 
such  price  fluctuations.  When  the  plan  was  initiated,  estimates  of 
world  consumption  up  to  1930  could  not  have  been  adequate. 
At  that  time,  there  was  no  indication  of  the  trend  toward  balloon 
tires  which  caused  a  largely  increased  use  of  rubber  for  tire  pur- 
poses, nor  was  there  any  expectation  that  tire  production,  as  a 
whole,  would  expand  as  it  had.  Table  5  shows  over  a  three-year 
period  in  one  column  the  total  crude  rubber  consumed  in  the 
United  States,  and  in  the  next  column  the  quantity  of  crude  rub- 
ber used  during  the  same  years  in  tire  production.  It  is  significant 
that  the  percentage  of  rubber  consumed  in  tire  production,  was 

increasing.  .  . 

As  illustrating  the  rapidly  growing  use  of  crude  rubber,  it  is 

Table  4 

Average  New  York  Prices  for  Ribbed  Smoked  Sheet* 


Year 

Jan.-Mar. 
(cents) 

Apr.-June 
(cents) 

July-Sept, 
(cents) 

Oct.-Dec. 
(cents) 

1922 

16 

14H 

17H 

1923 

34K 

29  H 

28 

1924 

24^ 

20  H 

24% 

34^ 

•  From  India  Rubber  World,  July  i,  i9*5< 
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Table  5 

Crude  Rubber  Used  in  United  Crude  Rubber  Used  in 

States  of  America*  Tire  Production 

^  Tons  Pounds  

"            "                                  2<u.i8*  523,526,220 

jg::::::::::::::::::::...  sffw*  ^s^8,o°° 

•  From  India  Rubber  World,  August  i,  1925. 
t  Ibid.,  June  i,  192 5- 

interesting  to  note  that,  although  the  total  imports  of  crude  rubber 
into  the  United  States  during  the  first  3  months  of  1924  were 
166,103,501  pounds,  during  the  corresponding  period  of  1925, 
203,188,394  pounds  were  imported.2 

Rubber  manufacturers  as  a  whole  did  not  favor  the  Stevenson 
plan.  Many  of  them  felt  that  the  plan  was  an  unwarranted  inter- 
ference with  the  natural  laws  of  supply  and  demand  and  that  its 
operation  was  not  conducted  in  accordance  with  its  professed  pur- 
pose. Such  manufacturers  pointed  out  that  the  world's  require- 
ments had  expanded  so  rapidly  that  it  was  impossible  to  keep 
prices  at  a  reasonable  level  under  the  provisions  of  the  plan,  and  in 
justification  of  their  claims  they  mentioned  the  price  on  Septem- 
ber 1,  1925,  of  ribbed  smoked  sheets  which  was  80  cents  a  pound 
for  December  arrival,  and  consequently  about  45  cents  in  excess 
of  the  maximum  price  professed  to  be  desired  by  the  originators 
of  the  plan.  It  was  also  contended  that  with  the  plan  in  opera- 
tion, it  would  be  impossible  to  meet  world  requirements  for  crude 
rubber.  On  the  other  hand,  supporters  of  the  plan  maintained 
that  it  was  essential  for  the  protection  of  the  rubber  industry  and 
that  the  tremendous  increase  in  prices  was  due  quite  as  much 
to  speculation  and  to  erratic  buying  as  to  the  operation  of  the 
plan  itself.8 

2  India  Rubber  World,  August  1,  1925. 

8  Regarding  Rubber  Restrictions 
One  of  the  effects  of  the  recent  rapid  rise  in  the  price  of  rubber  has  been the 
arousing  of  keener  interest  than  ever,  not  only  among  the  leaders  of  the  wtitou 
industry,  but  among  students  of  economics  the  world  oyer,  in  the  past,  Present, 
and  prospective  operations  of  the  Stevenson  Restriction  Act.  When  it  took  efiect 
on  November  i,  1922,  the  measure  had  for  many  a  mere  academic  concern. 
Others  looked  at  it  askance  as  a  resource  of  doubtful  expediency  that  might  even 
prove  a  boomerang  to  the  planting  interests,  then  discouraged  with  sagging  prices 
and  mounting  stocks.  Others  openly  opposed  it  as  a  "vicious  combmatoMi  m 
restraint  of  trade";  but  a  great  many  manufacturers  nevertheless  viewed  u 
indulgently.   The  general  sentiment  expressed  was  that  inasmuch  as  all  otner 
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Whatever  was  the  correct  view  of  the  merits  or  defects  of  the 
Stevenson  plan  the  net  result  of  all  factors  was  a  situation  of 
extreme  uncertainty  in  September,  1925.  Consumption  during 
1924  had  exceeded  production  by  50,000  tons  with  every  indica- 
tion that  this  discrepancy  would  be  increased  during  1925.  Prices 
had  skyrocketed  during  July,  1925,  and  even  in  September  were 
at  a  level  of  about  80  cents  a  pound,  with  the  future  trend  a 
matter  of  grave  doubt.  Table  6  shows  the  estimated  figures  on 

TM*nr?iir,ti<"vn   o  n  r?   rrtnciimntlAn    fnt*  flio  oncninrr   fixro  xtqo  rc      T*  Vine  a 

production  ana  consumption  ior  tne  ensuing  nve  years,  inese 
figures  were  prepared  in  the  light  of  all  available  data  and  were 
regarded  as  authoritative,  subject  to  a  possible  variation  of  10%. 

Assuming  that  all  estates  were  free  to  produce  to  capacity,  their 
potential  output  eventually  would  add  materially  to  the  total  pro- 
duction. Even  under  such  conditions,  however,  it  was  doubtful 
whether  there  would  be  much  alteration  in  the  actual  figures  dur- 
in££  the  ye<irs  ii&mecl  because  of  the  difficulty  of  securing  sin 
adequate  labor  supply.  In  British  Malaya,  for  example,  virtually 

means  for  the  rebef  of  the  growers  having  failed,  it  would  be  only  fair  to  give 
the  new  plan  a  fair  trial;  and  that,  after  all,  planters  of  rubber  were  as  much 
entitled  to  fair  returns  and  security  of  investment  as  manufacturers. 

Defenders  of  restriction  contend  that  the  act  has  quite  justified  its  existence 
and  that  it  has  benefited  consumers  as  well  as  producers  by  preventing  demorali- 
zation of  the  crude  market.  Answering  the  charge  of  unfair  repression,  they 
claim  that  had  any  fairly  profitable  outlet  been  provided,  fully  250,000  tons  more 
of  rubber  would  have  been  exported  during  the  2I/2  years  intervening  since  the 
act  became  operative.  A  strained  condition  in  the  market  has  at  least  been  eased 
urmg  that  period  by  the  marketmg  of  150,000  tons  of  surplus  stocks. 

The  primary  purpose  of  the  proponents  of  the  act  was  not  to  secure  an 
extravagant  price,  but  simply  to  assure  to  rubber  growers  the  "economic  minimum" 
of  is/$d  a  pound.  Even  this  figure,  they  say,  had  not  been  averaged  daily 
during  2%  years  of  restriction;  and  that  if  latterly  it  has  been  considerably 
exceeded,  it  has  been  because  the  biggest  buyers,  who  could,  by  steady  pur- 
chasing, have  secured  at  moderate  rates  ample  rubber  through  progressive  releases, 
have  elected  to  let  prices  drift  and  to  purchase  only  from  hand  to  mouth;  in 
fact,  played  into  the  hands  of  speculators  who  were  more  alert  than  they  to  see 
an  advantage.  Hence  the  execration  of  the  Stevenson  Act  and  the  hue  and  cry 
about  British  monopoly 

That  is  how  restrictionists  view  the  situation.  But  American  buyers  par- 
ticularly cannot  see  why  they  should  be  reproved  for  not  cooperating  with 
restrictionists.  It  is  hard  to  convince  them  that  it  was  incumbent  on  them  to 
foster  the  rubber  planting  industry  when  it  found  it  hard  to  sustain  itself,  any 
more  than  it  would  be  obligatory  on  them  to  insure  growers  of  cotton  a  minimum 
price.  They  ask  why  guarantee  is/^d  when  well-managed  estates  report  pro- 
ducing cost  even  less  than  Sd  a  pound.  Nor  are  they  comforted  with  semiofficial 
assurance  that  six  months  hence,  if  the  average  be  kept  over  is/bd,  the  export 
allowance  will  be  raised  to  05%  of  the  standard,  with  the  possibility  of  the 
export  bars  being  soon  afterward  let  down  completely.  Most  buyers  consider 
restriction  neither  flexible  enough  nor  sound  economically,  and  that,  besides 
imposing  unwarranted  hardship  on  them,  it  is  inimical  to  the  best  interests  of 
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Table  6 

Future  Potential  World  Production 
and  Consumption* 

Estimated  World      Estimated  World 

t»  j-.-ii   Pnncnmntinn 


Production  Consumption 
Year  (tons)   (tons) 


1924   53 1 1000  So  000 

1025  •  574>oo° 

,0-6    606,000  57S>ooo 

*»*u 000  608,000 

I0*7 633,000  641,000 

*a8 637000  672,000 

1020 641000  703000 

I93O                                                                       .  041, WW 


~  •  From  figures  prepared  by  R.  B.  Prescott  for  Rubber  Association  of  America. 

all  plantations  were  worked  by  Tamil  labor  imported  under  con- 
tract  from  southern  India.  Under  such  conditions,  a  number  of 
professed  experts  predicted  freely  that  crude  rubber  would  reach 
$3  or  $4  a  pound  by  1928. 

Under  these  circumstances,  the  Hood  Rubber  Company  could 
continue  its  former  buying  policy,  could  buy  heavily  in  anticipa- 
tion of  a  rise  in  price,  or  could  curtail  its  purchases  in  the  expecta- 
tion of  further  price  decreases.  In  September,  1925,  the  company 
was  buying  for  no  more  than  five  months  ahead.  Admittedly  by 
buying  heavily  in  1924  when  price  was  rising,  the  company  could 
have  effected  considerable  savings  in  view  of  the  heavy  increases 
in  price  in  1925.   On  the  other  hand,  the  skyrocket  period  of 
1925  was  short-lived  (see  Figure  1)  and  adhering  to  its  policy  of 
cautious  buying  on  a  rising  market  the  company  had  not  been 
unfavorably  affected  at  that  time.  The  company  believed  that 
consumption  was  likely  to  increase  heavily  during  the  next  few 
years.  On  the  other  hand,  in  view  of  figures  on  crude  rubber 
consumption,  the  company  was  sure  that  consumption  was  bound 
up  intimately  with  the  question  of  automobile  production  and  on 
that  point  the  company  felt  that  it  was  impossible  to  make  any 
accurate  prediction.  Sales  in  the  automobile  industry  were  in- 
creasing through  1925,  but  the  company  felt  that  a  limit  to  ab- 
sorption of  automobiles  might  be  reached  with  a  consequent  check 
to  production  which  would  have  corresponding  effects  on  the  use 
of  crude  rubber.  Moreover,  the  company  was  of  the  opinion  that 
with  prices  at  existing  levels,  the  exportable  allowance  under  the 
Stevenson  plan  would  be  automatically  increased  and  would  reach 
95%  on  January  1,  1926.  Although  potential  production  was  a 
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doubtful  question,  the  company  was  inclined  to  think  that  in  any 
event,  production  unhampered  by  restriction  would  be  sufficient 
to  keep  prices  from  mounting  for  some  time  to  come  to  the  ex- 
treme levels  of  $3  and  $4  a  pound  predicted. 

Representations  also  were  being  made  continually  to  the  British 
Government  by  opponents  of  restriction  and  there  was  always  the 
possibility  that  it  might  remove  restriction  altogether. 

The  direct  connection  of  the  company  with  the  Singapore 
market  insured  its  ability  at  all  times  to  secure  rubber  at  the 
lowest  possible  prices.  Frequently,  also,  when  large  quantities  of 
rubber  were  turned  into  the  Singapore  market  at  one  time,  occa- 
sional lots  were  offered  at  figures  somewhat  below  the  general  run 
of  prices.  The  company  was  in  a  position  to  take  advantage  of 
all  such  opportunities.  On  the  whole,  therefore,  the  company  felt 
that  heavy  buying  during  the  latter  part  of  1925  would  be  specu- 
lative. Although  it  appreciated  that  a  hand-to-mouth  buying 
policy  on  the  part  of  many  of  the  large  companies  in  1923  and 
1924  had  given  an  opportunity  for  speculation  that  doubtless  had 
contributed  to  the  extreme  rise  in  prices  during  1925,  it  did  not 
think  that  the  future  trend  was  sufficiently  sure  to  warrant  heavy 
commitments.  The  company  accordingly  decided  to  follow  its 
policy  of  buying  cautiously  on  a  rising  market  and  heavily  on  a 
falling  market.  By  adhering  to  this  policy,  the  company  might 
not  effect  extreme  savings  in  case  of  wide  variations  in  price,  but 
at  least  it  was  sure  to  get  all  its  rubber  at  the  best  ruling  prices 
and  often  at  a  shade  better.  Furthermore,  the  company  con- 
sidered that  such  a  course  involved  no  speculation. 


2.  Rochelle  Bag  Company 

PURCHASING  BURLAP  FOR  FUTURE  SHIPMENT 

J*  KUM  LALL  U  1 1 A 

The  Rochelle  Bag  Company,  of  Baltimore,  for  over  20  years 
had  manufactured  burlap  bags  from  burlap  imported  from  India. 
It  used  annually  about  4,000,000  yards  of  burlap.  The  bags  were 
sold  for  use  in  bagging  grain,  poultry  feed,  fertilizers,  sugar,  pota- 
toes, and  similar  commodities.  The  manufacture  of  bags  was  a 
simple,  unskilled  process  consisting  of  cutting,  sewing,  and 
stamping  the  burlap. 
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Burlap  was  a  cheap,  bulky  product  imported  from  Calcutta  in 
bales  of  about  2,000  yards  each.  The  standard  width  of  the 
cloth  was  40  inches  and  it  was  quoted  as  7^-,  8-,  10-,  and  io}4- 
ounce  burlap  according  to  the  weight  of  a  running  yard.  It  could 
also  be  ordered  in  special  widths  of  36  inches,  45  inches,  and  48 
inches  In  June,  1924,  the  company  had  1,000,000  yards,  or  a 
three  months'  supply,  of  burlap  on  hand.  It  was  necessary  to 
place  orders  then  for  September  arrival  from  Calcutta  or  the 
company  could  wait  and  buy  its  needs  on  the  spot  market  in  Sep- 
tember. If  it  purchased  in  Calcutta,  the  company  could  limit  its 
order  to  the  September  requirements  of  350,000  yards  or  it  could 
purchase  enough  for  several  months  in  hope  of  speculative  gam. 

There  were  two  sources  from  which  importers  in  America  could 
purchase  burlap.  Dundee,  Scotland,  manufactured  fine  grades  of 
burlap  from  Indian  jute.  The  Rochelle  Bag  Company  did  not 
use  the  grades  manufactured  in  Dundee.  Other  grades  of  burlap 
were  imported  into  the  United  States  directly  from  Calcutta. 
About  80%  to  90%  of  the  imports  of  jute  and  jute  products  en- 
tered  the  United  States  as  burlap.  They  found  a  variety  of  uses 
in  addition  to  bagging,  such  as  upholstering,  packing,  wall  cover- 
ing and  in  the  manufacture  of  linoleums.  A  small  quantity  of 
raw  jute  was  imported  into  the  United  States  for  manufacture 
into  twines  and  coarse  cotton  bale  wrappings  which  did  not  com- 
pete with  burlap. 

Purchases  of  Indian  burlap  could  be  made  directly  from  Cal- 
cutta Mills,  or  in  New  York  through  New  York  merchants  or 
brokers,  or  through  New  York  representatives  of  Indian  Mills. 
General  importers  often  acted  as  merchants  of  burlap.  Because 
of  the  variety  of  uses  of  burlap  and  the  number  and  variety  of 
dealers  in  burlap,  a  daily  spot  market  existed  in  New  York.  A 
future  market  also  existed  to  the  extent  that  purchases  could 
be  made  in  Calcutta  for  future  shipment  and  it  also  was  possible 
to  purchase  burlap  afloat  for  arrival  on  specific  ships. 

Quotations  were  made  in  New  York  for  shipment  from  Cal- 
cutta either  c.&f.,  c.i.f .,  f .a.s.  Calcutta,  or  f .o.b.  Calcutta,  in  terms 
of  rupees,  sterling,  or  American  dollars.  Spot  quotations  in  New 
York  were  ex-warehouse,  duty  paid.  The  duty  on  burlap  was  1 
cent  per  pound.  The  raw  material  burlap  fluctuated  widely  in 
price.  Price  ranges  from  a  low  of  4  cents  a  yard  in  February  to 
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a  high  of  8  1/5  cents  a  yard  in  June,  such  as  occurred  in  1922, 
were  not  uncommon. 

The  Rochelle  Bag  Company  purchased  Calcutta  burlap  from 
whatever  source  offered  the  cheapest  quotations.  It  purchased 
either  on  sterling  or  on  American  dollar  quotations.  Orders 
placed  in  sterling  were  covered  immediately  by  purchases  of 
future  sterling  exchange.  Rupee  quotations  were  not  accepted 
because  the  future  market  in  rupees  was  not  well  established 
and  the  company  wished  to  avoid  exchange  risk  as  far  as 
possible. 

The  company  preferred,  when  purchasing  directly  from  Cal- 
cutta, to  accept  c.&f .  quotations  since  it  carried  blanket  insurance 
with  an  American  insurance  company  which  it  believed  gave 
more  adequate  protection  than  the  insurance  under  c.i.f .  terms. 
The  company  received  frequent  quotations  on  spot  and  Calcutta 
future  shipments  from  New  York  dealers  and  representatives  of 
Indian  mills.  Sterling  quotations  could  be  compared  with  dollar 
quotations  by  converting  at  the  current  rate  of  exchange  and 
adding  the  usual  charges  for  insurance,  interest,  and  duty. 

Large  importers  of  burlap,  who  purchased  annually  from 
50,000,000  to  100,000,000  yards,  sometimes  maintained  resident 
buyers  in  India  or  sent  buyers  to  Calcutta.  Some  dealt  directly 
with  export  houses  or  mill  representatives  in  Calcutta.  They  fre- 
quently purchased  on  open  account.  Calcutta  brokers'  standard 
commissions  of  1%  often  were  reduced  by  J4%  to  y2%  for  large 
purchases.  Small  purchasers  of  burlap  who  used  1,000,000  yards 
or  less  annually  ordinarily  bought  from  merchants  or  brokers  on 
the  spot  market.  In  this  way  they  avoided  exchange  risk  and 
all  shipping  and  importing  details. 

The  Rochelle  Bag  Company  had  followed  a  policy  of  specula- 
tive purchasing  of  burlap.  When  it  believed  that  spot  prices 
would  increase,  it  purchased  for  future  delivery  from  Calcutta. 
If  it  believed  that  spot  prices  would  decrease,  it  waited  to  pur- 
chase on  the  spot  market  its  demands  for  current  manufacturing 
requirements.  The  company  believed  that  this  method  of  pur- 
chasing was  more  profitable  and  involved  less  risk  than  in  pur- 
chasing either  entirely  on  the  spot  market  in  America  or  entirely 
for  future  delivery  from  Calcutta. 

Market  prices  on  the  sale  of  bags  were  based  on  current  re- 
placement costs  and  thus  fluctuated  widely.   Price  competition 
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was  keen;  it  was  domestic,  however,  since  manufactured  bags 
were  imported  only  in  small  quantities.  Since  the  company  sold 
most  of  its  bags  for  immediate  delivery  from  stock,  it  carried 
about  a  two  months'  stock  of  bags  to  meet  orders.  So  long  as  it 
met  competitors'  prices,  the  demand  for  its  bags  was  fairly  con- 
stant and  could  be  estimated  in  advance.  If  purchases  of  burlap 
were  made  entirely  on  the  spot  market,  fluctuations  in  price  dur- 
ing the  two  or  three  months  before  the  bags  were  sold  from  stock 
made  it  difficult  to  expect  a  definite  profit  on  manufacturing. 
Risk  could  not  be  reduced,  therefore,  by  confining  purchases  to 
the  New  York  market.  The  Rochelle  Bag  Company  had  been 
successful  in  its  policy  of  purchasing  in  both  Calcutta  and  New 
York.  The  purchasing  manager  had  found  that  by  watching  the 
market  closely  and  studying  the  spread  between  Calcutta  and 
New  York  quotations  he  had  been  able  in  the  long  run  to  pur- 
chase at  lowest  quotations. 

The  price  quotation  was  the  deciding  factor  in  the  selection  of 
the  medium  through  which  to  make  purchases  since  qualities 
were  standardized  by  an  association  of  Indian  mills.  The  mills 
in  India  were  classified  in  groups  A,  B,  C,  and  D,  according  to 
the  quality  of  their  product.  It  made  no  difference  to  the  Rochelle 
Bag  Company  which  mill  in  a  group  furnished  the  burlap.  The 
quality  of  burlap  was  not  affected  materially  by  fluctuations  in 
the  quality  of  the  raw  jute  furnished  the  mills. 

The  Rochelle  Bag  Company  had  not  been  able  to  determine 
any  direct  relations  between  prices  of  jute  in  India  and  prices  of 
burlap.  Imports  of  burlap  into  the  United  States  correlated  in 
cyclical  movements  with  the  American  business  cycle,  but  seemed 
to  have  no  direct  relations  with  prices  of  burlap  in  America.1 

~*From  a  statistical  thesis  by  a  student  in  the  Harvard  Business  School,  in  1924, 
a  rough  correlation  was  found  between  imports  of  burlap  into  the  United  States 
and  the  Harvard  "B"  curve  with  no  prominent  lead  or  lag.  It  also  was  found 
that  the  curve  for  meltings  of  raw  sugar  in  three  Atlantic  ports  led  the  curve  for 
imports  of  burlap  by  about  six  months  with  good  correlation.  No  satisfactory 
correlation  of  this  index  was  found  with  burlap  prices  and  none  whatever  with 
jute  prices.  A  fairly  well  denned  seasonal  movement  of  imports  was  found  and 
an  index  of  normal  seasonal  variations  was  determined  as  follows: 

Seasonal  Variations  of  Imports  of  Burlap 

January   101.0  July    954 

February    92  8  August    100.0 

March    121.1  September   95  2 

April   103.8  October    9°-0 

May    1 1 2. 8  November    88.0 

June    105.3  December    93-7 
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Monthly  shipments  from  Calcutta  reported  to  America  about  the 
tenth  of  each  month  caused  temporary  speculative  fluctuations  in 
spot  prices  in  New  York. 

The  consumption  of  burlap  in  the  United  States  as  shown  by 
the  annual  volume  of  imports  had  been  increasing  steadily.  Im- 
ports of  burlap  from  Calcutta  had  increased  from  573,000,000 
yards  in  1911  to  1,012,000,000  yards  in  1923. 

Attempts  sometimes  were  made  by  speculators  to  corner  all 
burlap  afloat.  Since  it  took  three  months  for^  shipments  from 
Calcutta  to  reach  New  York,  spot  prices  might  rise  to  exorbi- 
tant heights  and  users  of  burlap  who  could  not  wait  for  new  pur- 
chases from  Calcutta  would  lose  heavily.  On  the  other  hand, 
these  attempts  to  corner  the  market  sometimes  caused  an  unusual 
drop  in  spot  prices  since  burlap  merchants  often  had  large  stocks 
in  reserve  which  were  placed  on  the  market  as  soon  as  prices  rose 
so  that  speculators  with  large  shipments  afloat  and  without  capital 
to  carry  the  stocks  had  to  sell.  This  reduced  prices  abnormally 
and  caused  heavy  losses  to  speculators.  There  was  no  trade  asso- 
ciation in  the  burlap  trade  and  it  was  impossible  to  get  reliable 
estimates  of  stocks  on  hand  or  figures  on  consumption  of  burlap. 
It  also  was  impossible  to  estimate  the  quantity  of  reclaimed  bur- 
lap bags  which  entered  the  trade  when  prices  were  high.  The 
quantity  was  thought  to  be  large  because  bags  could  be  reclaimed 
and  used  several  times.  After  burlap  was  serviceable  no  longer 
as  bagging  it  could  be  used  for  packing. 

For  six  months  previous  to  June,  1924,  the  Rochelle  Bag  Com- 
pany naa  been  buying  about  70%  of  its  needs  in  New  York,  either 
on  the  spot  market  or  afloat  on  ships  to  arrive  in  from  two  to 
three  weeks.  It  had  purchased  no  large  stocks  from  the  mills  in 
advance  of  needs  because  the  purchasing  manager  believed  that 
Calcutta  prices  at  that  time  were  high  in  relation  to  spot  prices. 

The  purchasing  manager  had  plotted  the  New  York  quotations 
and  Calcutta  futures  quotations  in  order  to  watch  the  spread  be- 
tween burlap  prices  in  the  two  markets  (see  Figure  1,  on  page 
309,  and  Table  1).  By  comparing  the  futures  quotation  at  the 
time  of  purchase  with  the  spot  quotation  three  months  later,  he 
could  determine  the  success  of  his  purchasing  policy.  The  spread 
between  the  two  markets  varied  because  of  speculation  and  the 
time  required  for  deliveries. 

The  monthly  shipments  from  Calcutta  for  1924  were  smaller 
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Table  i 

Trend  of  Burlap  Prices  in  New  York  and  Calcutta 

Quotations  Received  by  Rochelle  Bag  Company  in  Cents  per  Yard 


Jan. 
Feb. 
Mar. 

May 

June 

July 

Aug. 

Sept. 

Oct  > 

Nov. 

Dec 


1932 


New  York 
Spot  Price 


Low 


3-  05 
4.00 
4.00 

4-  35 
5.05 
6.00 
6.10 

5-  8S 
5-85 
6.20 
6.25 
6.70 


High 


4.20 
4.10 
4.40 

4-75 
7.20 
8.20 
6.50 
6.20 
6.85 
6.75 
7.10 
7.50 


Calcutta* 
Futures 


Low 


3-95 
3-95 
4.00 

435 
5.10 
6.00 
6.00 
5.60 
5.80 
5- 20 
5. 80 
6.65 


High 


4.20 
4.10 
4.40 

4-  95 
8.00 
8.00 
6.80 
6.20 
6.25 

5-  95 
7.20 
7.60 


1923 


New  York 
Spot  Price 


Low 


7.25 
7-25 
7-35 
6.50 

5-20 

5.45 

5.10 
5.10 

5.25 
6.60 

6.15 

5. 70 


High 


7-55 
750 
750 
7-40 
6.30 
57S 


Calcutta 
Futures 


Low 


7.00 
6.8s 
6.75 
6.Z0 


70S 
6.85 
6.75 
5-95 
5-10 
5-50 
5.05 
5.00 
5.20 
5-35 
535 
5-45 


High 


7.80 
7.60 
730 
6.85 
6.05 
6.00 

555 
5.25 
5-50 
5.60 
580 
570 


1924 


New  York 
Spot  Price 


Low 


5.60 
570 
6.00 
570 
5.60 


High 


590 
6.00 
6.25 
6.20 
5.80 


Calcutta 
Futures 


Low 


535 
540 
5.65 
5.70 
5.60 


High 


5.60 
570 
500 
6.00 
5- 90 


•  Calcutta  quotations  for  delivery  in  New  York  three  months  later.  Quotations  converted  to 
United  States  currency,  landed  in  New  York  at  current  exchange  quotations  with  usual  charges 
for  insurance,  interest,  and  duty. 

than  in  1923,  and  the  purchasing  manager  believed  that  stocks 
held  in  the  United  States  were  low  with  only  1,000,000  yards  or 
about  3  months'  stock  on  hand. 

The  manager  had  to  place  orders  before  June  15  for  September 
delivery  from  Calcutta  unless  he  chose  to  buy  in  the  New  York 
spot  market.  The  market  in  the  first  two  weeks  of  June  was 
irregular  and  trade  papers  were  predicting  declines.2  On  June 
14,  1924,  the  spot  price  in  New  York  on  8-ounce,  40-inch  burlap, 
ex-warehouse,  was  5.75  cents  a  yard. 

Sterling  exchange  was  $4.31^  and  the  company  received  a 
quotation  from  its  bank  for  September  future  exchange  at  $4-33^- 
Payment  from  Calcutta  was  on  a  4  months,  draft  against  a  letter 
of  credit.  The  bank's  commission  for  a  4  months'  letter  of  credit 
was  yA%.  Since  shipments  arrived  in  from  2^/2  to  3  months,  the 
company  by  buying  from  Calcutta  received  credit  for  a  period  of 
30  to  45  days  after  arrival  of  goods.  In  buying  on  the  spot  market 
it  was  necessary  to  pay  cash  in  10  days.  If  the  company  prepaid 
its  drafts  before  the  end  of  2  months,  the  bank's  commission  for 
a  letter  of  credit  was  reduced  to 

June  shipments  from  Calcutta  for  arrival  in  September,  duty 
paid,  c.i.f.  were  quoted  at  5.80  cents  a  yard.  The  Rochelle  Bag 


2  See  page  311  for  footnote. 
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Company  received  a  quotation  of  2. 82 d  sterling  a  yard  for  June 
shipment  from  Calcutta,  c.&f.  New  York. 

The  purchasing  manager  figured  that  the  c.&f.  sterling  quotation 
of  2.82<f  amounted  to  5  69  cents  a  yard  landed  in  New  York 
before  September  15.  This  was  6  points  cheaper  than  the  current 

2  See  page  310  for  footnote  reference. 


Burlap  Prices  Quoted  in  "Daily  Mill  Stock  Reporter" 


Date 
1924 

8-oz.  40-inch 
New  York 

Spot 
in  Cents 
per  Yard 

8-oz.  40-inch 
C.i.f.  Duty  Paid 

Calcutta 
June  Shipment 
in  Cents 
per  Yard 

8-oz.  40-inch 
C.i.f.  New  York 
June  Shipment 
from  Calcutta 
in  Pence 

Sterling 
Exchange 
Rate 

June  3 

5-6o 

5-65 

2.83 

$4.32 

4 

5-6o 

5-65 

2.83 

4  32}i 

5 

5  65 

5  70 

2.85 

4  3iK 

6 

5-65 

5  70 

2.87 

4  31 

7 

5-65 

5-75 

2.90 

4  31 

10 

5- 80 

5.80 

295 

4 -30% 

11 

5-70 

5.80 

2.94 

12 

5  70 

5-8o 

293 

4-3iH 

13 

570 

580 

293 

4  31 

5-75 

5-8o 

2.92 

17 

575 

585 

2.96 

S  c  p  t  • 

7-25 

735 

3  56 

4-48^ 

Babson's  Report  on  Burlaps,  June  2,  1924 
"Irregularity  is  bound  to  prevail  as  a  result  of  new  jute  crop  reports.  Burlap 
prices  which  are  less  than  33%  over  pre-war  are  relatively  low  as  compared  to 
the  general  commodity  market.  General  business  uncertainty,  imports,  and  ade- 
quate supplies  suggest  following  the  market  along  pending  developments  througn 
the  early  summer  before  making  heavy  commitments." 

Quotations  prom  "Daily  Mill  Stock  Reporter" 

June  3,  1024.  « 

"From  all  indications,  shipments  of  burlap  from  Calcutta  to  North  America 

in  May  were  small   It  is  believed  that  the  total  ...  did  not  exceed 

70,000,000  yards." 

"The  pronounced  firmness  of  the  Calcutta  burlap  market  during  the  last  month 
has  been  the  subject  of  a  great  deal  of  discussion  and  much  surprise  in  New 
York  trade.  A  month  ago  sentiment  in  New  York  burlap  circles  was  almost 
unanimous  that  primary  burlap  market  prices  were  due  for  a  decline,  and  this 
belief  was  reflected  in  the  unusually  limited  buying  by  bag  manufacturers. 
June  10,  1924. 

"A  cable  was  received  in  one  quarter  of  the  New  York  trade  yesterday  report- 
ing burlap  shipments  from  Calcutta  to  North  America  in  May  as  92,000,000  yards. 
This  estimate  of  last  month's  shipments  was  much  of  a  surprise  to  local  traders. 
June  12,  1924. 

"Recent  cablegrams  estimate  May  shipments  of  burlap  from  Calcutta  to  North 
America  as  89,000,000  yards." 
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spot  quotation  and  1 1  points  cheaper  than  the  c.i.f .  duty-paid  quo- 
tation  of  5.80  cents  a  yard  for  September  arrival. 
The  purchasing  manager's  method  of  figuring  is  shown  below: 

Sterling  Sept.  future  4-33/4  (dollars  per  pound)  -4-  240  (pence  in  1 

pound)  X  100  (cents  in  1  dollar)  —  1.8062,  cost  per  pence  in 

cents. 

Cost  of  letter  of  credit  j£% 

Cost  of  insurance  .•...•*•••••*•••••..•«.....••••<•••••. 1 ^£ ^fc 

2  % 

1.8062  plus  2%  of  1.8062  —  1.842,  cost  per  pence  in  New  York 

1.842  X  2.82  (pence  per  yard)  =  5.19  cents  per  yard  before  duty 

Duty  1  cent  per  pound  =  50  cent  per  yard  on  8-oz.  burlap 

5.19  plus  .50  cents  —  5.69  cents  per  yard,  landed  in  New  York, 

duty  paid 

The  other  possibility  open  to  the  company  was  to  wait  and 
purchase  burlap  afloat  any  time  between  June  and  September  for 
September  delivery.  Burlap  often  changed  owners  several  times 
between  Calcutta  and  New  York  when  brokers  speculated  on 
merchandise  which  was  en  route  to  the  United  States.  Since  a 
profit  was  expected  every  time  the  burlap  was  sold,  the  company 
believed  that  the  purchases  afloat  would  cost  more  in  the  long 
run  than  purchases  made  in  Calcutta.  Fluctuations  in  the  quo- 
tations on  burlap  afloat  varied  with  spot  quotations  rather  than 
with  Calcutta  quotations  because  the  quantity  of  burlap  afloat 
was  definitely  known  while  the  quantity  available  at  Calcutta  had 
no  definite  limit. 

Should  the  purchasing  manager  of  the  Rochelle  Bag  Company 
have  purchased  in  Calcutta  at  the  2.82*/  a  yard  c.&f.  quotation  on 
June  14,  1924,  or  should  he  have  waited  either  to  purchase  Sep- 
tember requirements  on  the  spot  market  in  September,  or  to  pur- 
chase afloat  some  time  between  June  and  September? 

If  the  purchasing  manager  decided  to  purchase  in  June,  should 
he  have  purchased  only  enough  for  September  requirements  or 
should  he  have  made  a  large  commitment  in  hope  of  speculative 
gain? 

3.  J.  W.  Armstrong  Company 

DETERMINING  BUYING  POLICY  FOR  TEA 

The  J.  W.  Armstrong  Company  was  a  large  importer  and 
packer  of  both  tea  and  coffee,  which  it  sold  in  packages  under  the 
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brand  name  "Excellence."  The  firm  had  decided  in  pre-war 
years  on  a  policy  of  carrying  from  4  to  6  months'  stock  of  tea  on 
hand  at  all  times.  In  the  10  years  prior  to  1923  it  had  procured 
60%  of  its  tea  from  India,  Ceylon,  and  Java,  most  of  the  re- 
mainder from  Japan  and  China,  and  small  quantities  from  For- 
mosa. The  company  paid  about  42  cents  a  pound  laid  down  in 
Boston  for  a  good  average  Ceylon  or  India  tea  in  March,  1925. 
This  price  was  only  3  cents  below  the  peak  price  of  1920.  At 
the  peak  price,  the  freight  rate  had  been  14  cents  a  pound,  so 
that  the  price  to  the  grower  had  been  31  cents.  The  price  in 
March,  1923,  netted  the  grower  37^  cents,  inasmuch  as  the 
freight  rate  had  dropped  to  4^  cents  a  pound.  The  firm  con- 
sidered 42  cents  a  pound  in  1923  too  high,  in  spite  of  a  strotag 
tendency  of  the  trade  to  believe  otherwise.1  It,  therefore,  had  to 

following  review  of  the  tea  trade  for  192a  and  outlook  for  1923,  pre- 
pared by  Max  Tito,  tea  tester  for  the  Salada  Tea  Company,  appeared  in  The 
Tea  and  Coffee  Trade  Journal,  February,  1923: 

"At  the  commencement  of  1922,  we  were  faced  with  a  very  high  market  for 
all  classes  of  tea  due  to  reduced  production  in  the  primary  markets  of  1921. 
The  reduction  was  voluntary,  having  been  agreed  to  by  the  owners  of  tea  gardens 
in  India,  Ceylon,  Java,  and  minor  countries,  who  feared  disaster  on  account  of 
the  enormous  supplies  held  in  Great  Britain.  The  figures  still  stood  at  the  end 
of  192 1  at  213,000,000  pounds. 

"The  year  1922  started,  therefore,  with  a  brighter  prospect  for  the  growers, 
but  with  a  discomforting  outlook  for  the  importer  and  seller  to  the  public,  whose 
only  hope  for  a  reduction  of  prices  lay  in  the  enormous  reserve  held  in  Great 
Britain. 

"As  months  passed,  instead  of  the  gardens  producing  far  more  tea,  which  could 
have  been  reasonably  expected,  due  to  very  lucrative  prices,  climatic  conditions 
in  India,  Ceylon,  and  Java  upset  all  calculations.  India  was  faced  with  unsea- 
sonable weather,  which  tended  to  decrease  the  plucking  of  tea,  and  mosquito 
blight  partly  destroyed  the  crops  of  many  gardens. 

"Unsettled  affairs  all  over  the  world  penetrated  even  to  the  remotest  gardens 
in  India.  There  were  labor  riots;  dock  strikes  in  Calcutta  delayed  shipping;  the 
gardens  found  difficulty  in  securing  enough  coolies  to  pluck  tea;  and  later  political 
warfare  broke  out  in  Turkey,  which  affected  many  near-by  Eastern  districts  and 
was  the  cause  of  general  unrest. 

"Now  that  we  have  reached  the  end  of  the  producing  season  in  India,  and  the 
production  figures  are  approximately  known,  it  is  found  that  the  increase  over 
192 1  was  indeed  very  small.  The  production  in  192 1  was  75,000,000  pounds 
short  of  1920,  and  the  1922  total  is  placed  at  290,000,000  pounds. 

"The  prices  received  by  the  planters  in  December,  192 1,  compared  with  Decem- 
ber, 1922,  show  the  following  startling  range  in  the  commonest  grades: 

1921  1922 

(cents)  (cents) 

Plain  common  pekoe  souchong   22  32 

Clean  common  pekoe   2254  33 

Plain  common  broken  pekoe   23^  34 

"Finer  grades  showed  even  more  decided  advances,  fluctuations  varying  between 
10  and  15  cents  a  pound. 

"Ceylon  was  affected  by  labor  troubles  less  than  India,  working  conditions 


314  1MFUK1  FUKUilAbiXMU 

detennine  whether  to  buy  according  to  its  needs  at  this  high  price, 
or  to  buy  sparingly  and  carry  only  2  months1  supply  in  anticipa- 

In  attempting  to  forecast  the  future  price  trend  it  was  stated 
that  the  post-war  high  prices  had  stimulated  the  growth  of  tea  in 
Ceylon,  India,  and  Japan,  so  that  about  the  middle  of  1920  a 
superabundance  of  tea  caused  prices  to  decline  to  about  1 5  cents 


the  production  of  Ceylon  wis  below  normal.  Here  is  a  comparison  of  Ceylon 
prices  between  1921  and  192a: 

1921  1922 

(cents)  (cents) 

Poor  pekoe  souchong    32  34 

Poor  pekoe,  rather  stalky  . . .   23$^  34/^2 

Pair  common  pekoe ..•.•..•••••.***.....*.......•.>.    2^/2  3554 

Clean  common  broken  pekoe   2754  3  6/4 

"Fluctuations  in  finer  and  finest  Ceylon  teas  ranged  between  15  and  20  cents 
a  pound. 

"Java  teas  showed  further  improvement  in  quality  and  favorable  weather 
added  to  the  production;  the  quantity,  however,  is  not  great  enough  to  affect 
prices  for  other  growths. 

"China  has  suffered  disastrously  in  the  past  seven  years,  and  has  only  a  small 
part  in  the  total  production.  Her  best  customer  used  to  be  Russia,  which  is  no 
longer  a  tea  consumer  in  any  great  quantity. 

"Statistics  for  the  past  year  illustrate  that  tea  consumption  is  still  rapidly 
increasing,  the  estimate  for  1922  standing  at  the  stupendous  figure  of  700,000,000 
pounds.  The  various  countries  are  represented  as  follows:   


1922 

1913 

Per  Capita 

Country 

Ob.) 

(lb.) 

(lb.) 

United  Kingdom 

410,000.000 

295.275.000 

6-4S 

Russia 

United  States 

15,000.000 

147,132,000 

0.90 
0.89 

93.000,000 

83,298.000 

40,000,000 

34.259.000 

4  34 

6.83 

47,000,000 

29.517.000 

7.244.000 

74S 
O.62 

0.15 

South  A.  me  rles 
Germany 

8,000,000 

3.474.000 
9,124,000 

Holland 

2,774.000 
12,377.000 

0.07 

a.  07 

Europe,  excluding  United 

Kingdom  and  Russia 

28,000,000 

South  Africa 

7.145.800 

1.20 

Srica,  Persia.  Mesopotamia,  etc. 
Tibet  (about) 

29.000,000 

20,000.000 

India 

imam,    a  a  n    n  A 

30,000,000 

25,722,000 

Burma  (about) 
Persist 

10,000,000 
7.918.000 

1  >  5 

0.83 

1912  figures  for  consumption  and  per  capita  consumption  are  taken  from  Simmons'  Spice  MM. 
October,  1913.  PP*  942~94J-   The  South  American  figures  are  for  Argentina  only. 


"The  production  of  all  grades  is  figured  at  635,000,000  to  650,000,000  pounds, 
therefore  50,000,000  to  65,000,000  pounds  under  consumption  requirements. 

"Stocks  held  in  Great  Britain  constitute  the  reserve  of  the  world's  tea  trade, 
without  which  the  market  would  today  be  in  a  very  perilous  position.  It  is  esti- 
mated that  these  stocks  at  the  end  of  1922  amounted  to  165,000,000  to  170,000,000 
pounds,  a  reduction  of  43,000,000  to  48,000,000  pounds  from  the  preceding  year. 
Si  1  jp  in  n  t  s  f r o i w  Indict  sire  ^j^nmn HiSln t a^|B^  irs^pi'tU^j^'j  sundj  tlioiijjli  otiicr  c^^j w n\ t r ltts 
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a  pound,  which  was  below  the  cost  of  production.  The  Tea 
Growers  Association  in  Ceylon  and  India  had  agreed  to  curtail 
the  production  of  tea  and  thus  bring  the  price  back  to  a  paying 
basis,  and  was  so  successful  in  this  effort  that  by  March,  1923, 
the  price  had  risen  to  about  42  cents  a  pound  for  a  good  average 
tea.2  The  firm  agreed  that  this  price  would  revive  production  and 
considered  it  reasonable  to  believe  that  prices  would  fall  in  1923. 

The  J.  W.  Armstrong  Company  bought  its  tea  through  brokers 
in  Boston  who  sold  for  shippers  in  Colombo  and  Calcutta.  It 
took  from  30  to  60  days  to  receive  tea  bought  by  cable  in  Boston 
from  Japan,  Ceylon,  or  India.  There  is  a  continuous  supply 
of  tea  the  year  round,  since  the  crop  in  Ceylon  has  no  seasonal 
period  and  India  has  only  4  non-production  months  in  a  year. 
The  growing  season  in  Japan  is  much  the  same  as  in  the  United 
States.  Tea  in  India  and  Ceylon  is  mostly  grown  on  English- 
owned  plantations  and  is  shipped  as  picked  to  Colombo  and  Cal- 
cutta where  it  is  sold  at  auction.  The  buyers  in  most  cases  are 
merchant  shippers,  residents  in  the  East,  who  sell  through  brokers 
in  the  United  States  by  cable.  Several  of  the  larger  tea  brokerage 
firms  in  the  United  States  retain  a  broker  buyer  to  purchase  on 
the  spot  from  these  merchants.  The  J.  W.  Armstrong  Company 
asserted  that  in  years  of  large  production  prices  might  drop 
quickly  since  all  the  tea  brought  into  these  different  points  after 
it  was  put  up  at  auction,  was  sold  for  the  highest  bid.  Thus  a 
temporary  decline  in  tea  prices  easily  might  occur  at  any  time 
if  the  auctions  received  especially  large  consignments  from  the 
interior.  Such  a  drop  in  prices  might  be  checked  when  the  growers 
generally  learned  of  it,  but  the  J.  W.  Armstrong  Company 
believed  it  possible  that  if  it  bought  sparingly  at  the  first  of  the 
year,  it  ought  to  be  able  to  pick  up  tea  at  reduced  prices  at 
intervals  throughout  the  year.  Because  of  the  superior  quality 

be  shipping  their  usual  quotas  to  England,  it  is  expected  that  the  British  reserve 
at  the  end  of  July,  1923,  will  not  exceed  85,000,000  pounds.  The  consumption  of 
tea  in  Great  Britain  alone  is  about  35,000,000  pounds  a  month,  which  is  almost 
equivalent  to  a  year's  consumption  in  Canada. 

"So  the  prospects  of  a  falling  market  are  very  remote  for  the  next  six  or  nine 
months.  London  houses  whose  sales  must  be  classed  as  the  largest  in  the  world, 
have  thought  it  wise  to  contract  already  for  forward  crops  of  India,  Ceylon,  and 
Java  as  far  as  the  fall  of  1923  at  prices  that  would  have  been  ridiculed  three 
or  four  months  ago." 

2  Cutting  the  production  of  tea  is  not  difficult  because  the  tea  being  a  leaf  the 
production  depends  upon  how  many  leaves  are  picked  and  can  be  curtailed  by 
simply  leaving  on  the  shrubs  the  less  desirable  leaves. 
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of  Ceylons,  Indias,  and  Javas  in  May  and  October,  however,  it 
was  conceivable  that  if  everyone  bought  sparingly,  prices  in  May 
and  October  might  rise  as  a  result  of  the  heavy  demand  in  those 
months  for  the  high  quality  teas. 

Although  the  price  of  tea  seemed  too  high,  the  company  knew 
that  stocks  of  tea  on  hand  in  the  United  States  were  low  and 
that  no  oversupply  was  reported  anywhere  else  in  the  world. 
Furthermore,  the  United  States  purchases  of  tea  did  not  greatly 
affect  prices,  because  out  of  approximately  700,000,000  pounds 
of  tea  consumed  in  a  year,  the  consumption  in  the  United  States 
had  not  quite  reached  100,000,000  pounds.  Prior  to  1914  statis- 
tics on  tea  put  the  consumption  of  Russia  at  147,000,000  pounds 
and  that  of  the  United  States  at  83,000,000  pounds.  In  1922  the 
United  States  consumed  93,000,000  pounds,  whereas  Russia  con- 
sumed only  a  small  proportion  of  its  pre-war  capacity.  If  Russia 
came  into  the  market  in  1923  to  anything  like  pre-war  years,  her 
requirements  might  steady  and  even  raise  prices.  The  large  con- 
sumers of  tea,  Great  Britain  and  her  colonies,  were  financially 
in  a  better  condition  than  they  had  been  since  the  war,  so  that 
it  was  possible  that  their  consumption  would  increase  in  1923. 

Since  the  risk  of  the  exchange  fluctuations  in  buying  eastern 
teas  had  been  eliminated  by  the  use  of  dollar  exchange,  the  main 
features  to  be  forecasted  were  production  and  demand.  If  the 
firm  bought  tea  sparingly  because  it  believed  the  market  could  not 
go  higher,  and  this  forecast  proved  wrong,  it  would  be  difficult 
to  pass  this  miscalculation  on  to  its  consumers  if  its  competitors 
had  forecasted  rightly  and  were  well  stocked.  This  was  because 
its  competitors  sold  the  different  types  of  tea  in  packages  under 
their  brand  names  and  all  similar  teas  were  sold  at  approximately 
the  same  prices.  In  order  to  sell  "Excellence"  Orange  Pekoe,  the 
J.  W.  Armstrong  Company  did  not  feature  a  price  appeal,  but 
advertised  extensively  the  brand  name  and  endeavored  to  build 
up  a  belief  in  the  superiority  of  its  brand.  Good  salesmanship 
and  extensive  advertising  sold  its  product  at  prices  in  line  with 
its  competitors 

The  J.  W.  Armstrong  Company  in  March,  1923,  decided  to 
adhere  to  its  policy  of  buying  only  an  amount  sufficient  to  cover 
its  estimated  requirements  for  two  months.  It  argued  that  the 
price  of  tea  was  out  of  line  with  other  agricultural  products 
that  although  the  tea  growers  of  India  and  Ceylon  had  demon- 
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strated  their  ability  to  reduce  production  and  raise  prices  tem- 
porarily, the  condition  was  abnormal ;  and  inasmuch  as  the  profits 
of  the  grower  were  3  to  5  cents  higher  than  at  the  peak  of  prices 
in  1920,  such  a  position  was  not  one  that  would  continue. 


4.  Reuter  Coffee  Company 

PURCHASE  POLICY  FOR  COFFEE  AT  TIME  OF  REVOLUTION 

IN  BRAZIL 

The  Reuter  Coffee  Company  of  New  York  was  a  large  coffee 
roasting  company  which  imported  about  200,000  bags  of  coffee 
a  year.  Bags  of  coffee  varied  in  weight  from  123  to  138  pounds. 
About  two-thirds  of  the  company's  importations  of  coffee  came 
from  Santos,  the  port  for  Sao  Paulo,  Brazil.  Since  all  shipments 
of  this  grade  of  coffee  to  the  United  States  were  stopped  at  the 
outbreak  of  the  revolution  in  Sao  Paulo,  on  July  4,  1924,  the 
company  was  undecided  as  to  the  correct  purchasing  policy  to 
adopt.  The  following  report  of  the  revolution  was  made  in  the 
Commercial  and  Financial  Chronicle: 

The  revolution  broke  out  in  Sao  Paulo  on  July  4  when  the  revolu- 
tionists took  possession  of  the  city  The  Federal  Government  at 

Rio  de  Janeiro  immediately  dispatched  war  vessels  to  Santos,  which  is 
the  port  for  Sao  Paulo,  together  with  troops  to  suppress  the  movement. 
....  It  was  announced  yesterday  that  the  steamships  of  the  Munson 
Lines  had  canceled  their  regular  calls  at  the  port  of  Santos,  partly 
because  of  the  Sao  Paulo  rebellion.  The  Pan-American,  north  bound, 
which  was  scheduled  to  load  a  cargo  of  coffee  on  July  21,  has  been 
ordered  to  avoid  that  port  and  go  by  way  of  Montevideo  direct  to 
Rio."1 

The  Reuter  Coffee  Company  distributed  its  one  brand  of  na- 
tionally advertised  coffee  principally  in  the  eastern  and  middle 
western  parts  of  the  United  States.  Sales  in  the  southern  states 
were  of  a  cheaper  grade  which  was  advertised  only  locally.  Com- 
petitors of  the  company  also  had  nationally  advertised  brands, 
and  brands  sold  and  advertised  locally  in  the  South.  The  coffee 
sold  in  the  South  by  the  Reuter  Coffee  Company  had  obtained 
such  a  strong  position  in  the  market  that  the  company  was  able 
to  charge  from  1  to  2  cents  a  pound  more  than  its  competitors. 
The  chief  source  of  coffee  sold  in  the  South  was  Santos. 

1  Commercial  and  Financial  Chronicle,  July  19,  1924.  P- 
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The  Reuter  Coffee  Company  distributed  its  coffee  entirely 
through  wholesale  grocers,  who  received  a  discount  of  12^% 
from  the  list  price  which  varied  from  30  to  40  cents  a  pound. 
Competitors  sold  both  through  wholesalers  and  directly  to  re- 
tailers. The  discount  allowed  to  wholesalers  by  competitors  was 
customarily  only  10%  of  the  list  price.  The  Reuter  Coffee  Com- 
pany estimated  that  its  net  profit  per  pound  of  coffee  was  from 

1  ^luTe?  Coffee  Ccnpany  purchased  approximately  all  its 
couee  tnrougn  oroKers  irom  cantos  exporters,  ana  companies  or 
importers  in  the  United  States  who  maintained  branches  in  San- 
tos. Purchases  were  made  c.&f.  New  York  under  a  90-day  dollar 
letter  of  credit  in  favor  of  the  South  American  exporter  or  the 
American  importer.  It  was  necessary  for  the  company  to  pay  cash 
for  the  coffee  purchased  from  stocks  already  in  the  United  States. 

It  was  the  custom  of  the  Reuter  Coffee  Company  to  limit  the 
quantity  of  coffee  in  sight,  that  is,  in  stock  and  afloat,  to  one 
month's  supply.  Because  of  the  fluctuations  in  the  price  of  green 
coffee,  a  larger  quantity  in  sight  was  considered  to  subject  the 
company  to  unnecessary  risks.  On  July  4,  1924,  the  company  had 
about  10,000  bags  or  one  month's  supply  of  Santos  coffee  in 
sight  and  had  commitments  for  the  same  amount  which  at  that 
time  had  not  been  shipped  from  Sao  Paulo.  All  this  coffee  had 
been  purchased  for  between  19  and  20  cents  a  pound. 

Because  of  the  revolution  in  Sao  Paulo,  four  courses  of  action 
were  considered  by  the  executives  of  the  company.  The  first  plan 
was  to  purchase  at  once  a  supply  sufficiently  large  to  cover  the 
company's  requirements  for  a  period  as  long  as  the  trouble  rea- 
sonably could  be  expected  to  last,  for  example,  five  to  six  months. 
This  would  require  about  50,000  bags  of  coffee.  The  second  pos- 
sible  course  of  action  was  to  purchase  no  coffee,  either  for  stock 
or  to  replenish  stock,  upon  the  opinion  that  the  revolution  would 
be  of  short  duration,  and  that  the  coffee  for  which  it  had  com- 
mitments would  be  shipped  soon.  The  third  plan  was  to  purchase 
no  supplies  of  coffee  for  stock,  but  to  purchase  from  importers  as 
orders  from  customers  were  received  The  fourth  method  con- 
sidered  was  to  purchase  one  month's  supply  from  importers  or 
others  who  had  coffee  afloat  or  in  stock.  This  supply  was  to  be 
increased  if  the  situation  appeared  to  become  more  serious. 

If  the  company  decided  to  purchase  from  five  to  six  months' 
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supply,  it  would  be  assured  of  the  correct  grade  of  coffee  at  a 
price  of  about  2 1  cents  a  pound.  This  would  enable  it  to  supply 
its  regular  customers  with  their  requirements  regardless  of  the 
seriousness  of  the  revolution.  Immediately  upon  the  outbreak 
of  the  revolution,  orders  from  customers  had  increased  substan- 
tially because,  although  the  price  of  spot  coffee  in  New  York 
had  risen  2  cents  a  pound  after  July  4,  the  company  had  increased 
its  price  only  1  cent.  A  few  orders  had  been  nearly  three  times 
the  size  of  the  orders  normally  placed  by  these  particular  cus- 
tomers. A  five  months'  purchase  would  relieve  the  company  of 
any  problems  occasioned  by  substituting  coffee  from  other  coun- 
tries for  that  which  it  regularly  had  used. 

On  the  other  hand,  the  purchase  of  50,000  bags  of  coffee  would 
require  the  use  of  at  least  $1,300,000.  The  company  was  uncer- 
tain whether  the  banks  would  extend  this  additional  line  of  credit. 
If  the  banks  were  unwilling,  however,  the  management  knew  that 
the  money  could  be  secured  from  the  officers  of  the  company,  or 
by  placing  the  coffee  as  collateral  for  a  loan.  The  cost  of  storage 
would  be  an  added  expense,  moreover,  since  the  company  did  not 
have  adequate  storage  facilities  to  contain  a  five  months'  supply. 
The  company  estimated  that  the  total  carrying  charges,  including 
interest  and  storage,  would  amount  to  %  of  1  cent  a  pound  a 
month.  If  the  revolution  proved  to  be  of  short  duration,  the 
company  would  have  on  its  hands  not  only  the  five  months'  sup- 
ply, but  the  one  month's  supply  for  which  it  had  commitments  at 
the  outbreak  of  the  revolution.  An  even  more  serious  difficulty 
was  presented  by  the  fact  that  so  far  as  the  executives  of  the 
Reuter  Coffee  Company  could  determine,  the  total  quantity  of 
coffee  "in  sight"  was  not  much  in  excess  of  50,000  bags.  The 
purchase  of  this  quantity  by  the  company  probably  would  cause 
an  increase  of  from  3  to  5  cents  a  pound  in  the  price  of  coffee 
in  the  New  York  market. 

Since  the  net  margin  of  profit  upon  which  the  company 
operated  was  only  itoil/2  cents  a  pound,  a  decrease  of  2  cents  a 
pound  in  the  price  of  coffee  was  sufficient  to  cause  a  loss.  The 
company  could  receive  no  protection  from  hedging,  as  the  price 
for  spot  coffee  in  New  York  and  the  quotations  for  futures  in 
coffee  upon  the  coffee  exchange  did  not  fluctuate  always  together. 
The  price  of  futures,  for  example,  might  decrease  because  of 


favorable  crop  reports,  while  the  price  of  spot  coffee  might  in- 
crease  because  of  small  stocks  in  New  York. 

If  the  company  should  adopt  the  second  plan,  that  of  refusing 
to  purchase  any  coffee,  it  would  be  following  the  policy  which  the 
executives  of  the  company  believed  a  few  competitors  were  adopt- 
ing. One  competitor  had  sent  a  letter  to  all  his  customers  stating 
that  it  was  unwise  for  them  to  purchase  any  coffee  at  that  time 
and  advising  them  to  wait  until  fall.  The  executives  of  the  com- 
pany believed,  however,  that  the  opinion  of  its  competitors  in 
this  respect  might  be  influenced  by  the  fact  that  they  already 
had  much  heavier  commitments  than  were  customary  for  Bra- 
zilian coffee.  They  hesitated,  consequently,  to  purchase  quantities 
of  spot  coffee,  for  the  sudden  ending  of  the  revolution  would 
leave  them  oversupplied.  The  executives  of  the  Reuter  Coffee 
Company  were  of  the  opinion,  also,  that  since  the  company  dis- 
tributed through  wholesalers  rather  than  directly  to  retailers  its 
sales  increased  sooner  than  those  of  its  competitors.  The  com- 
pany did  not  consider  it  a  wise  policy,  furthermore,  to  make  a 
definite  forecast  as  to  the  future  price  of  coffee.  Such  a  forecast 
was  at  best  only  an  opinion.  If  this  opinion  were  wrong,  the  good- 
will of  the  company  with  the  trade  would  be  lessened. 

A  further  disadvantage  of  the  second  plan  was  that  if  the  total 
supply  of  coffee  were  exhausted  quickly,  the  company  would  have 
to  purchase  Mexican  or  South  American  coffee,  and  to  attempt 
to  substitute  it  for  the  company's  current  grades.  Since  this  coffee 
was  from  4  to  6  cents  higher  in  cost,  the  company  would  have 
difficulty  in  selling  its  coffee  in  competition  with  companies  which 
had  purchased  the  Brazilian  coffee  at  lower  prices.  On  the  other 
hand,  however,  the  plant  had  the  advantage  that  no  additional 
capital  or  credit  was  required.  The  company  would  not  be  sub- 
jected  to  the  loss  incurred  by  fluctuations  in  price  such  as  would 
be  encountered  if  the  first  plan  were  adopted.  It  was  remem- 
bered that  in  1 914,  when  German  cruisers  had  stopped  the  arrival 
of  all  coffee  in  America,  the  situation  appeared  to  be  serious,  and 
the  price  of  spot  coffee  rose  rapidly  only  to  decrease  a  few  weeks 
later  when  the  trouble  was  over.  If  this  situation  were  to  be  simi- 
lar in  outcome,  the  second  plan  undoubtedly  would  be  preferable. 

If  the  company  adopted  the  third  method,  that  of  purchasing 
quantities  of  spot  coffee  as  it  was  necessary  to  replenish  the  stock, 
it  would  not  need  to  supply  the  capital  for  purchases  of  50,000 
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bags  or  to  run  the  risk  encountered  in  carrying  large  stocks.  It 
would  not  diminish,  furthermore,  the  stock  which  it  already  held. 
If  this  policy  were  adopted,  however,  the  company  would  have 
to  increase  the  price  of  its  coffee  as  the  cost  of  its  purchases 
increased.  It  would  be  difficult  for  the  company  to  do  this  in 
competition  with  other  companies  who  were  going  into  the  market 
at  that  time  and  purchasing  their  coffee  at  the  prevailing  price,  or 
those  competitors  who  were  refusing  to  purchase  any  coffee  on 
the  presumption  that  the  price  would  decline.  It  would  be  dif- 
ficult, moreover,  to  obtain  high  quality  coffee  after  the  existing 
stocks  in  the  United  States  and  afloat  were  exhausted.  The  execu- 
tives of  the  Reuter  Coffee  Company  thought  that  because  of  the 
possibility  of  loss  through  carrying  large  stocks,  a  few  of  its  com- 
petitors were  adopting  this  third  policy. 

The  fourth  possibility,  that  of  the  purchase  of  one  month's 
supply,  appeared  to  be  the  best  plan.  The  company  recognized 
that  it  could  not  guarantee  to  continue  its  current  prices.  If  the 
revolution  became  more  serious,  it  soon  would  be  necessary  to  go 
into  the  open  market  and  purchase  additional  spot  coffee.  In 
this,  the  company  would  meet  with  the  disadvantage  of  being 
unable  to  obtain  the  correct  grade,  and  of  having  to  pay  the  price 
then  existing.  If  the  revolution  continued  long  enough,  further- 
more, it  would  be  impossible  to  secure  any  Santos  coffee,  and 
the  problem  of  substitution  would  have  to  be  met.  The  company 
would  be  unable  to  meet  the  demands  of  those  customers  who 
placed  orders  two  and  three  times  their  customary  size.  This 
was  beneficial  to  the  customers,  since  it  did  not  place  them  in  the 
danger  of  suffering  a  loss  through  a  sudden  drop  in  the  price  of 
coffee.  The  Reuter  Coffee  Company,  furthermore,  thus  could 
operate  on  a  normal  production  schedule  rather  than  at  peak 
schedule  for  a  short  period  and  at  much  less  than  normal  produc- 
tion after  the  large  orders  were  filled. 

The  adoption  of  this  plan,  moreover,  would  not  subject  the 
company  to  the  possibility  of  a  heavy  loss  in  case  of  a  decrease 
in  the  price  of  green  coffee.  Storage  cost  would  not  be  incurred 
since  the  company  had  storage  facilities  for  one  month's  supply. 
This  plan,  which  would  enable  the  company  to  supply  a  good 
grade  of  coffee  to  its  customers  for  at  least  a  month,  was  better 
than  either  the  second  or  third  plan.  Although  the  capital  re- 
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quired  was  not  so  large  as  in  the  first  instance,  nevertheless. 

.000  would  be  required. 

A  further  advantage  of  this  plan  was  that  the  company  would 
not  have  to  make  a  definite  forecast  to  its  customers  as  to  the 
future  price  of  coffee.  If  it  appeared,  as  the  month  progressed, 
that  the  commitments  that  the  company  already  had  in  Brazil 
would  not  be  received  the  company  could  go  into  the  open  mar- 
ket  and  purchase  additional  quantities.  If  the  market  declined 
immediately,  and  the  shipments  began  to  arrive  from  Brazil,  the 
company  could  reduce  its  price  without  serious  loss. 

The  fourth  plan  was  adopted  by  the  Reuter  Coffee  Company. 
In  the  middle  of  August  it  was  satisfied  that  its  decision  had  been 
wise.  The  first  shipment  of  coffee  from  Brazil  arrived  in  New 
York  a  few  days  before  the  middle  of  August,  and  the  Reuter 
Coffee  Company  had  received  notice  that  its  shipment  would 
arrive  the  twenty-eighth  of  the  month.  It  was  the  opinion  of  the 
executives  of  the  company  that  those  competitors  who  had  re- 
fused to  buy  any  coffee  in  the  belief  that  the  situation  was  tem- 
porary, had  become  worried  by  the  increase  of  s  cents  a  pound 
and  by  the  continuation  of  the  revolution.  They,  consequently, 
had  purchased  coffee  at  about  24  cents  a  pound.  The  same 
grades  of  coffee  were  sold  at  wholesale  in  the  middle  of  August 
for  21  cents  a  pound.  Had  the  company  adopted  the  third  policy 
and  purchased  spot  coffee  only  as  it  was  needed,  the  purchases 
made  in  the  latter  part  of  July  and  the  first  of  August  would  have 
been  unsatisfactory,  as  the  particular  grades  which  the  company 
desired  were  not  being  offered  for  sale. 


5.  Carnan  Spice  Company 

PURCHASE  OF  YEAR'S  NEEDS  OF  PEPPER  IN  JANUARY 

The  Carnan  Spice  Company  imported  and  ground  spices.  Be- 
cause of  the  low  price  of  pepper  in  January,  1924,  it  considered 
the  purchase  of  a  sufficient  quantity  to  supply  its  needs  through- 
out the  year  rather  than  purchasing  only  enough  to  last  until  the 
summer  crop  was  available.  The  estimated  requirements  of  pep- 
per for  the  year  were  400,000  pounds.  In  addition  to  pepper,  the 
company  imported  cassia,  cloves,  ginger,  pimento,  mustard  seed, 
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Pepper  was  grown  in  nearly  all  the  countries  between  Hindus- 
tan  on  the  west  and  New  Guinea  on  the  east.  The  island  of 
Sumatra  was  the  largest  producer. 

The  Carnan  Spice  Company,  as  a  rule,  secured  information 
concerning  weather  conditions  and  the  other  conditions  afflicting 
the  size  of  the  crop  in  the  countries  of  production  directly  from 
reports  made  by  producers  or  through  their  agents  or  represen- 
tatives in  New  York.  The  size  of  the  inventories  carried  by  whole- 
salers and  importers  in  England  was  published.  The  only  obtain- 
able information  of  the  stocks  in  the  United  States  was  the 
estimates  made  by  brokers  and  the  estimates  made  by  the  officials 
of  the  Carnan  Spice  Company  which  were  based  upon  the  differ- 
ence between  the  known  imports  and  the  estimated  consumption.1 

In  addition  to  poor  crop  conditions,  there  frequently  were  other 
circumstances  which  disturbed  the  price  of  particular  spices 
Pepper,  in  common  with  the  other  spices,  was  produced  in  two 
crops  a  year.  The  second  or  summer  crop  was  of  the  same  quality 
but  always  was  much  smaller  than  the  winter  crop.  The  winter 
crop  was  sold  during  January  and  February  and  the  summer  crop 
during  the  fall.  Generally  the  pepper  vines  produced  a  large 
crop  one  year  and  a  small  crop  the  following  year.  Because  of 
the  wide  area  over  which  pepper  was  produced  and  the  size  of 
the  crop  there  had  been  no  pepper  monopolies  and  it  was  not  pos- 
sible for  a  small  group  to  purchase  the  entire  crop.  World  con- 
sumption averaged  from  50,000,000  to  60,000,000  pounds  a  year 
and  the  consumption  of  the  United  States  about  30,000000 
pounds.  Previous  to  the  World  War,  the  American  market  had 
not  controlled  the  price  of  pepper  because  large  quantities  were 
stored  in  Europe  either  to  be  sold  to  consumers  or  for  speculative 

Imports  of  Unground  Black  Pepper  for  Consumption  into  the  United 
States  from  1912  to  1923,  as  Compiled  by  the  United 
States  Department  of  Commerce 


Year  Pounds 
 _  ,   (000  omitted) 


191S.!..! 21,809 

igi6.][...   26,620 

1917  \\   32,174 

1918     26>586 

1919     31,570 

1920  *    20,316 

1921   22,687 

"   33,221 
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purposes .  With  the  inability  of  Europe,  however,  to  purchase 
readily  large  quantities  or  to  hold  them  in  stock  after  purchase, 
the  American  purchasers  came  into  control.  It  was  possible  that 
if  the  20  largest  purchasers  of  pepper  in  America  should  under- 
take to  fulfil  their  requirements  at  one  time  the  price  would  be 
increased  temporarily.  The  president  of  the  Carnan  Spice  Com- 
pany did  not  expect  this  situation  to  occur,  since  there  never  had 
been  concerted  action  among  the  large  purchasers.  The  pepper 
crop  usually  was  placed  upon  the  market  immediately  after  the 
production  season  because  the  producers  needed  funds  and  be- 
cause the  crop  would  deteriorate  if  kept  in  the  hot  country  where 
it  was  produced. 

In  January,  1924,  the  Carnan  Spice  Company  could  obtain,  at 
prices  ranging  from  6  to  6y2  cents  a  pound  in  bond,  sufficient 
pepper  to  supply  its  needs  for  the  year,  approximately  400,000 
pounds.  In  the  opinion  of  the  executives  of  the  company,  one  of 
the  most  important  points  to  be  considered  in  making  large  pur- 
chases was  the  comparison  of  the  existing  price  with  an  average 
price.  Eight  cents  a  pound  in  bond  was  considered  a  normal  price 
for  pepper,  and  10  cents  a  pound  a  high  price.2  It  was  the  policy 
of  the  company  not  only  in  pepper  but  in  all  spices  to  purchase  in 
excess  of  its  current  needs  whenever  the  price  appeared  below 
the  average  price.  On  the  whole,  this  policy  had  been  satisfactory. 

The  information  which  the  executives  of  the  Carnan  Spice 
Company  obtained  concerning  pepper  production  was  that  the 
winter  crop  had  been  of  average  size.  Stocks  of  pepper  in  the 
United  States  were  not  large,  possibly  smaller  than  usual.  Sales 
of  pepper  by  merchants  to  grinders  were  not  large.  The  desire  of 
the  producers  for  funds  had  led  to  an  oversupply  in  the  market 
and  the  consequent  decline  in  prices.  The  grade  of  pepper  which 
10  cents  a  pound  in  January,  1923,  was  8  cents  a 


2  Fluctuations  of  the  Average  Price  op  Black  Uncround  Pepper 

in  New  York  prom  1913  to  1923 
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in  January,  1924.  The  general  conditions  of  the  market  reported 
daily  by  New  York  spice  brokers  were  considered  authentic,  but 
the  predictions  as  to  future  possibilities  were  discounted  because 
the  company  believed  that  the  broker's  judgment  was  influenced 
unduly  by  current  conditions. 

The  following  are  extracts  from  special  market  reports  received 
by  the  Carnan  Spice  Company  from  one  of  the  largest  spice 
brokers  in  New  York: 

December  8,  1923    Pepper  remarkably  steady  in  foreign  markets 

fn„L,  ni!  and,eSually  50  her«  where  there  is  very  limited  resell- 

IT™  7  T  b?l1Ht  t0  no  P***"  here>  speaking  broadly, 
the  tone  keeps  steady  and  the  prospect  is  for  something  approximating 
this  situation  for  several  weeks  to  come.  The  Malabar  sorts  keen  far 
above  our  spot  prices  for  spring  shipment.  The  Java  crop  of  lampong 

weKL^^l-n^d-K„Ihe  ?h°le  gTP  ^  rasonable'and 
time  to  come  ess  m  ^  afloats  3,1(1  futures  f°r  considerable 

n,SuTnb!5  j?\  .Pepper'  fairly  steady  under  some  selling  to  take 
E^SL  l0tS  °f  J3™^  at  a  shade  ,ower  P^.  while  white 

ute  w£k  Ther^aanfd .Ate«,er  "»  d"  I"""/  *ny  change  for 
the  week.  There  is  a  fair  amount  of  unsold  lampong  due  this  month 

stuVforrr„rUtVery^ealthy  hom  the  absoAing  This 

SfoS  a&ebruary  ?"  — 1  ™  S« 

i,,iai1Uaiy^19^  Pepper  *  steady  and  **»  and  there  a  twist  or  two 
higher  in  the  Orient.   The  trade  is  neither  large  nor  small  and  dn« 

amolv  suooHed  sffi?  Y  S°'  The  consummg  trade  *  fairly  bui  ** 
amply  supplied.  Stocks  here  are  greatly  reduced  since  October  and  are 

^5  VCry        indeed  in  all  classes.  In  Malabar,  the  Ameri! 

India 7,  TP I  n  °f  W?'Ch  01  50,1,6  time  P381  ***  v«y  te&y  increased, 
India  is  far  above  us  in  prices  owing  to  the  short  crops  there,  and  there 
can  be  no  such  importations  here  as  in  1022  or  1022  TwE 
more  interest  shown  in  the  market  generally  and  a  rather  morl  livtiv 
market  is  not  improbable.  e  ,vely 

If  the  company  purchased  its  year's  supply  in  January,  it  was 
necessary  to  take  into  consideration  the  purchase  cost,  the  added 

SS?  C°StA  *i         C0St  °f  Storage'  and  loss 
SSSr-^S  ^  f°r  P™***  could  be 

secured  without  difficulty.  If  the  company  bought  the  year's 
supply  of  pepper  in  January,  it  would  receive  its  last  shipment 

y       J?  of  July-  "H*  cost  of  storage  would  not  be  much 
creased  because  the  company  recently  had  purchased  a  bufldinif 
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to  be  used  for  a  storehouse.  Although  the  shrinkage  in  pepper 
frequently  had  been  as  much  as  6%,  shrinkage  on  the  quality 
which  was  acceptable  according  to  specifications  of  the  contract 
of  the  American  Spice  Trade  Association  was  only  3%.  The 
president  of  the  company  estimated  that  the  total  carrying  charges 
upon  this  purchase,  including  interest,  shrinkage,  and  storage, 
would  amount  to  an  average  of  1  cent  a  pound. 

Since  Congress  probably  would  not  be  in  session  during  the 
summer,  there  was  little  likelihood  of  a  removal  of  the  tariff  and 
a  consequent  depression  of  price  in  the  United  States. 

The  purchase  of  a  year's  supply  of  pepper  did  not  involve 
speculation  in  foreign  exchange  because  most  sellers  preferred 
to  be  paid  in  dollars.  If,  however,  the  seller  preferred  London 
exchange,  the  company  immediately  could  purchase  sufficient 
exchange  to  cover  the  entire  cost.  Thus  it  might  guarantee  the 
ultimate  price  of  the  merchandise.  The  Carnan  Spice  Company 
did  not  wish  to  speculate  on  exchange. 

The  company  had  to  risk  the  danger  of  the  seller's  failure  to 
deliver  if  the  price  increased.  If  the  seller  was  financially  re- 
sponsible, the  Carnan  Spice  Company  could  institute  claims 
against  him  for  the  difference  between  the  price  at  which  it  was 
able  to  purchase  pepper  in  the  open  market  and  that  specified 
in  the  contract  with  the  seller.  If  the  seller  was  not  responsible, 
there  would  be  a  loss  to  the  company  through  its  inability  to  make 
other  purchases  before  the  price  increased.  Because  the  presi- 
dent of  the  company  thought  that  the  low  'price  made  the  oppor- 
tunity an  especially  favorable  one,  the  company  purchased 
sufficient  pepper  to  fulfil  its  requirements  for  the  year  1924.  On 
September  3,  1924,  the  pepper  which  the  company  had  purchased 
at  from  6  to  6j/2  cents  was  quoted  at  g}i  cents. 


6.  Sanderson  Trading  Company 

DISCONTINUANCE  OF  CARPET  WOOL  TRADE  AS  A  RESULT  OF  CHANGES 
IN  THE  CARPET  INDUSTRY  AND  IN  TARIFFS 

The  Sanderson  Trading  Company,  located  in  New  York  City, 
was  engaged  in  the  importation  of  wool  which  it  sold  in  the  United 
States  principally  to  manufacturers  of  carpets  and  rugs.  Wool 
used  in  the  manufacture  of  floor  coverings  was  coarse,  with  a 
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short  staple.  This  type  was  not  produced  in  the  United  States  1 
The  most  important  source  of  supply  was  China,  including 
Tibet  and  Mongolia,  which  furnished  the  United  States  with  about 
50%  of  the  total  imports.  Syria,  Turkey,  India,  Cordova,  Si- 
beria, Persia,  Afghanistan,  and  Northern  Africa  were  other 
sources.  It  was  estimated  that  the  majority  of  the  imports  of 
carpet  wool  from  England,  which  was  about  30%  of  the  total 
originated  in  China.  ' 

The  exportation  of  carpet  wool  from  China  was  controlled  by 
about  eight  companies  located  in  Tientsin  and  Shanghai.  These 
companies  also  were  engaged  in  the  exportation  of  other  lines 
of  merchandise,  such  as  hides,  skins,  camels'  hair,  and  egg  prod- 
ucts. Each  of  these  companies  employed  a  Chinese  compradore 
upon  whom  the  success  or  failure  of  the  business  depended  to  a 
great  extent.  He  obtained  samples  of  the  wool  before  it  reached 
the  principal  markets  and  the  prices  at  which  it  would  be  offered 
He  made  all  purchases  and  upon  him  was  placed  the  response 
bihty  that  each  lot  should  equal  the  sample  in  grade,  color, 
weight,  length  of  fiber,  and  amount  of  shrinkage  when  willowed 
or  beaten. 

The  Sanderson  Trading  Company  had  a  controlling  interest 
in  one  of  these  companies  located  in  Tientsin  from  which  it  pur- 
chased  all  its  requirements  of  carpet  wool.  It  received  frequent 
cable  offerings  on  the  basis  of  which  it  quoted  prices  to  carpet 
and  rug  manufacturers.  Most  of  the  wool  was  purchased  un- 
washed and  was  to  fill  orders  placed  at  definite  prices  by  carpet 
and  rug  manufacturers;  but  the  company  frequently  bought  on 
its  own  account  and  stocked  the  wool  when  a  rise  in  prices  was 
expected.  In  1912  the  president  of  the  Sanderson  Trading  Com- 
pany proposed  to  the  other  executives  that  the  company  discon- 
tinue the  importation  of  carpet  wool. 

bee^^  °f  ^  and  mgS  in  United  States  h*J 
oeen^consolidating  or  buying  out  competitors  until  the  industry 


Imports  of  Wool  into  the  United  States 


Carpet  Wool 

Clothing  Wool 

0  I AXES 

Combing  Wool 

Pounds 

Dollars 

Pounds 

Dollars 

Pounds 

Dollars 

1913 
192a 

1 1 1, 168 ,094 
173.035.833 

15.800,576 
29.267.134 

67.238,715 
38,401,590 

15.422.920 
9.47L786 

16,886.446 
155.101.038 

4.266,327 
44.357.492 
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was  controlled  by  about  five  companies.  As  a  result,  the 
number  of  customers  of  the  Sanderson  Trading  Company  was 
limited.  The  president  of  the  Sanderson  Trading  Company  be- 
lieved  that  he  could  not  increase  sales  since  the  company  already 
was  importing  one-fifth  of  the  total  imports  into  the  United  States. 
This  estimate  took  into  consideration  the  competition  that  he 
had  to  meet  both  in  the  purchase  and  the  sale  of  the  wool.  The 
limitation  in  the  number  of  potential  customers  placed  the  San- 
derson Trading  Company  virtually  under  their  control.  They 
did  not  follow  its  advice  as  to  time  and  quantity  of  purchases, 
but  refrained  from  buying  in  order  to  obtain  lower  prices.  This 
made  it  necessary  for  the  company  to  stock  the  wool  for  long 
periods  so  that  the  expense  incurred  had  caused  the  company's 
profits  to  decrease  substantially.  Wool  which  the  manufacturers 
of  rugs  did  not  purchase  was  sold  at  a  loss  to  manufacturers  of 
cheap  woolens. 

There  were  disadvantages,  however,  in  discontinuing  the  im- 
portation of  carpet  wool.  The  company  was  well  known  and 
had  a  reputation  for  the  quality  and  grades  of  its  wool.  The 
maintenance  of  a  buying  organization  in  China  gave  it  advantages 
over  most  competitors  in  price  and  quality  and  gave  it  the  ability 
to  choose  lots  at  the  time  they  were  since  the  latter 

had  no  such  organizations.  The  compradore  employed  at  the 
Tientsin  office,  moreover,  was  a  man  of  unusual  shrewdness  and 
ability.  His  services  had  given  the  company  an  advantage  in 
buying  over  most  of  the  competitors  who  had  purchasing  organi- 
zations in  Tientsin.  The  discontinuance  of  importation  of  carpet 
wool,  moreover,  involved  replacement  by  another  line  in  which 
the  officials  had  little  experience.  The  president  believed  that 
the  number  of  manufacturers  of  cloth  who  used  wool  of  a  higher 
grade  was  sufficient  to  allow  the  company  to  operate  without 
being  subjected  to  the  control  of  its  customers.  Consequently, 
purchases  could  be  planned  to  take  advantage  of  anticipated 
price  trends.  Difficulty,  however,  would  be  encountered  in  enter- 
ing a  new  market  because  the  company  lacked  connections  with 
potential  customers. 

Later  in  19 12  the  Sanderson  Trading  Company  decided  to 
discontinue  the  importation  of  carpet  wool  gradually  in  order  not 
to  eliminate  immediately  a  source  of  profit  and  in  order  to  allow 
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time  to  develop  another  line.  During  the  period  of  the  World 
War  and  for  the  two  years  following,  the  company  directed  the 
efforts  of  the  entire  organization  toward  increasing  its  sales  in 
other  grades  of  foreign  and  domestic  wools.  During  this  same 
period,  notwithstanding  the  fact  that  all  sales  pressure  had  been 
removed,  the  increasing  demand  from  carpet  and  rug  manufac- 
turers for  China  carpet  wool  and  the  upward  trend  of  wool  prices 
made  it  profitable  to  continue  importation.  The  company,  there- 
fore, decided  to  abandon  its  former  decision,  and  an  intermediate 
course  of  action  was  adopted. 

In  1922  two  adverse  events  caused  the  executives  of  the  com- 
pany to  reconsider  the  problem.  The  Tientsin  company,  in  which 
the  Sanderson  Trading  Company  had  a  controlling  interest,  went 
into  bankruptcy.  This  was  the  result  of  speculation  in  lines  other 
than  wool.  Shortly  after  this,  the  Tariff  Act  of  1922  ruled  that 
wool  for  use  in  the  manufacture  of  floor  coverings  could  be  im- 
ported free  of  duty.  If  the  wool  imported  was  used  for  any  other 
purpose,  it  was  subject  to  a  duty  of  12  cents  a  pound  unwashed 
Washed  wool  was  subject  to  a  duty  of  18  cents  and  scoured  wool 
24  cents  a  pound.  Under  the  provisions  of  the  so-called  "carpet 
bond"  any  wool  imported  free  of  duty  for  use  in  the  manufacture 
of  floor  coverings  and  sold  for  any  other  purpose  was  subject  to  the 
regular  duty,  plus  a  penalty  of  20  cents  a  pound.  This  ruling 
prevented  the  company  from  following  its  usual  policy  of  disposing 
of  any  excess  wool  which  had  not  been  purchased  by  carpet  man- 
ufacturers by  selling  to  manufacturers  of  cheap  woolens 

Since  the  same  relationship  of  control  by  carpet  manufacturers 
over  the  Sanderson  Trading  Company's  activities  still  existed,  the 
company  decided  to  discontinue  immediately  all  importation  of 
carpet  wool  from  China.  Although  it  would  have  been  possible 
lor  the  Sanderson  Trading  Company  to  refinance  its  subsidiary 
company  in  China,  under  existing  conditions  it  did  not  consider 
tnat  such  action  would  be  justified.  The  company,  therefore,  sold 
its  interest  in  the  Tientsin  company,  although  it  obtained  less 
man  one-fourth  of  its  original  investment.  Since  it  had  purchased 
and  sold  successfully  other  grades  of  foreign  and  domestic  wool 
oaring  the  period  intervening,  the  company  considered  that  it 
would  be  able  to  retain  an  important  position  in  the  wool  market 
and  consequently  reverted  to  the  decision  made  by  the  president 
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7.  Castern  Company 

DISCONTINUANCE  OF  IMPORTATION  OF  PHILIPPINE  EMBROIDERY 
AND  HATS  AND  SPECIALIZATION  IN  JAPANESE  AND 

CHINESE  GOODS 

The  Castern  Company,  of  Philadelphia,  was  organized  in  1870 
to  import  general  merchandise  of  any  type  from  any  source.  In 
1899,  soon  after  the  American  occupation  of  the  Philippines,  the 
company  began  to  import  the  products  of  these  islands.  The 
company  had  followed  a  policy  of  discontinuing  the  importation 
of  those  materials  which  yielded  the  least  profit  and  of  specializ- 
ing in  the  most  profitable  commodities.  By  19 19  the  company 
had  discontinued  all  importations  except  embroideries,  laces,  bas- 
kets, and  hats  from  the  Philippines,  and  silk  grey  goods  and 
cotton  crepes  from  Japan  and  China.  Because  an  influx  of  infe- 
rior Philippine  goods  in  the  American  market  in  19 18  and  1919 
had  made  competition  more  keen  in  those  products,  the  Castern 
Company  considered  the  discontinuance  of  its  trade  with  the 
Philippine  Islands  in  order  to  devote  its  energies  to  specialization 
in  Japanese  and  Chinese  silk  goods. 

In  1 9 19  the  Philippine  Islands  were  still  in  the  handicraft 
stage  of  manufacturing  development.  Embroideries,  hats,  and 
baskets  were  made  by  hand  in  the  native  huts.  Under  the  pre- 
vious Spanish  rule,  embroidery  and  handiwork  had  been  taught 
in  the  convents,  and  the  excellence  of  the  handiwork  was  unques- 
tionable. Under  American  occupation,  handicrafts  were  taught 
by  the  Bureau  of  Education  to  school  children. 

The  Castern  Company  had  built  an  assembly  plant  at  Manila 
in  1909  which  represented  a  capital  investment  of  $300,000. 
With  this  as  a  base,  an  organization  had  been  developed  for  deal- 
ing with  the  natives  throughout  the  islands.  It  was  necessary  to 
employ  native  middlemen,  called  cabecillas,  since  natives  spoke 
only  Filipino  dialects  or  imperfect  Spanish.  The  company  shipped 
from  the  United  States  to  its  factory  in  Manila  the  cotton  lingerie, 
children's  clothing,  table  linen,  and  other  articles  which  were  to 
be  embroidered.  The  principal  articles  embroidered  were  wom- 
en's undergarments  of  all  kinds  and  baby  clothing.  Garments 
were  cut  out  in  the  United  States  from  American  cotton  fabrics. 
The  Castern  Company  ordinarily  used  high  quality  "96/100" 
40-inch-wide  material.  It  purchased  all  material  from  two  Amer- 
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ican  mills  and  had  established  a  reputation  for  high  and  uniform 
quality  both  in  regard  to  materials  and  workmanship  on  embroid- 
ery. These  pieces  were  distributed  to  the  cabecillas  who  in  turn 
distributed  them  to  the  natives  who  were  to  do  the  work.  The 
company  also  furnished  the  stencils  for  designs  and  advanced 
money  to  the  cabecillas,  who  paid  cash  for  the  work  as  it  was 
turned  back  in  pieces  by  the  natives. 

In  addition  to  embroideries,  the  company  imported  Philippine 
handmade  hats,  such  as  bankok  and  baliwag.  It  was  able  to  use 
its  same  organization  in  Manila  for  the  purchase  of  these  hats. 

Prices  paid  for  work  were  determined  by  bargaining  between 
the  company  and  the  cabecillas.    The  company,  from  time  to 
time,  established  standard  prices,  such  as  25  cents  a  garment  for 
plam  scalloping  on  a  nightgown.   These  prices  were  based  on 
what  it  was  necessary  to  pay  workers  in  the  factory  at  Manila. 
The  company  then  bargained  with  cabecillas,  who  represented 
different  groups  of  natives.  Prices  were  determined  on  the  basis 
of  the  standard  price  and  the  type  of  quality  of  embroidery  work 
desired.  Each  locality  and  group  of  natives  was  skilled  especially 
m  some  one  type  of  embroidery  or  lace  making.   It  often  was 
necessary,  therefore,  to  send  a  single  garment  to  several  different 
parts  of  the  islands  if  the  design  called  for  several  kinds  of  em- 
broidery such  as  scallops,  colado  or  open  work,  or  solid  work 
The  cabecilla  was  supposed  to  receive  a  5%  commission,  but  there 
was  no  way  of  determining  what  prices  actually  were  paid  the 
natives.   The  company  employed  about  200  cabecillas,  each  of 
whom  represented  about  500  native  workers.  The  company  thus 
received  the  work  of  about  100,000  to  12 5,000  natives. 

In  its  assembly  plant,  the  company  employed  about  200  women 
and  a  few  boys.  Embroidered  articles  and  lace  came  into  the 
factory  from  the  natives  and  cabecillas  at  the  rate  of  2  000  to 
3,000  pieces  a  day.  They  were  inspected,  laundered,  and  packed 
ior  shipment  to  the  United  States.  In  the  United  States  the 
company  was  organized  to  sell  to  department  stores  and  whole- 
salers who  distributed  to  small  specialty  stores.  Sales  branches 
were  maintained  in  several  large  cities.  Domestic  sales  terms 
were  3%  discount  in  10  days  or  2%  in  10  days,  60  days  extra. 

ine  company's  sales  of  Philippine  products  in  the  United  States 
averaged  about  $1,000,000  a  year.  Sales  in  191 7  and  1918  had 
oeen  increasing,  and  it  was  expected  that  sales  for  1919  would 
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reach  $1,500,000  because  of  increased  American  demand  and 
increased  prices  on  cotton  goods.  The  company  ordinarily  sold 
Philippine  embroidered  garments  at  a  50%  mark-up  on  the  cost 
of  goods  landed  in  the  United  States.  In  the  case  of  nightgowns, 
the  average  distribution  of  cost  was  as  follows: 

Material  $  6.00  a  dozen 

Labor  in  embroidery   3«00  a  dozen 

Washing  and  ironing   1.20  a  dozen 

ocwmg  ...••••••••••••••••»•«••••••••••  1      <*  uuAcii 

Freight  and  incidental  charges  to  and  from 

the  Philippines   I-20  a  dozen 

Total  landed  cost  in  America  $12.00  a  dozen 

These  nightgowns  were  sold  at  $18  a  dozen  and  usually  retailed 
at  $2.50  to  $3  a  garment.  The  company's  selling  and  overhead 
expenses  amounted  to  from  15%  to  20%  on  sales.  Department 
stores  and  other  retailers  sold  at  a  50%  to  100%  mark-up  on  their 
costs.  The  mark-up  depended  on  their  judgment  as  to  the  sala- 
bility  of  the  designs.  Because  of  the  long  distance  from  the 
market  and  the  time  consumed  in  handiwork,  the  turnover  on 
Philippine  goods  was  once  in  i}4  years.  Since  it  was  necessary 
to  purchase  cotton  goods  in  advance  and  to  pay  the  natives  in 
cash,  a  capital  investment  in  inventories  of  over  $500,000  always 
was  necessitated.  Because  it  had  been  necessary  to  purchase  its 
cotton  raw  material  a  year  and  a  half  ahead,  and  since  prices  had 
risen,  the  company  found  in  19 19  that  it  could  sell  at  a  75%  to 
100%  margin  above  cost  instead  of  the  usual  50%  mark-up. 

The  company  had  difficulty  in  keeping  a  suitable  person  as 
resident  manager  of  its  assembling  plant  in  Manila.  It  had  found 
no  natives  competent  to  fill  the  position  and  most  Americans 
preferred  not  to  stay  in  the  Philippines  for  more  than  two  or  three 
years  at  a  time.  The  position  of  Philippine  resident  manager 
was  a  responsible  one  since  it  was  necessary  to  bargain  continu- 
ally with  the  cabecillas  in  prices  and  to  maintain  close  inspection 
of  quality. 

Previous  to  1914  the  quality  of  workmanship  in  both  embroid- 
eries and  hats  had  been  excellent,  and  Philippine  handmade  gar- 
ments had  a  reputation  for  excellence  in  the  United  States.  Dur- 
ing the  World  War,  however,  the  demand  for  Philippine  articles 
increased.  The  value  of  exports  of  embroideries  and  hats  from 
the  Philippines  to  the  United  States  had  increased  over  300% 
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from  1915  to  1916.1  The  quality  of  workmanship  became  irreg- 
ular and  non-uniform  because  of  the  increased  production  and 
the  lowering  of  inspection  standards  by  companies  trading  in 
inferior  products    It  was  necessary,  especially  in  the  purchase  of 
hats,  to  have  a  skilled  person  inspect  purchases.  If  the  company 
attempted  to  buy  hats  in  large  lots  of  several  thousand  at  a  time 
from  small  collectors  and  dealers,  prices  were  raised  immediately 
It  thus  was  necessary  to  purchase  frequently  and  in  small  lots' 
The  sale  of  hats  was  seasonal  since  straw  hats  were  used  in  the 
United  States  only  in  summer.    The  company's  sales  of  hats 
amounted  to  about  one-third  the  total  sales  of  the  Philippine 
articles.  About  80%  of  its  hats  were  sold  on  a  commission  basis 
upon  receiving  advance  orders  from  wholesalers  and  large  retail- 
ers. Commissions  of  10%  to  15%  were  charged.   After  1916 
when  Philippine  production  was  increased  to  meet  the  increased 
American  demands  and  when  quality  became  uncertain,  several 
customers  rejected  large  orders  from  the  Castern  Company  be- 
cause  tne  nats  when  delivered  were  not  of  expected  quality. 

At  the  beginning  of  1916  the  company  found  difficulty  in  com- 
peting  with  the  large  influx  of  inferior  Philippine  hand-embroid- 
ered garments  that  were  imported  into  the  United  States  by 
bynans.  The  company  found  that  the  Syrians  worked  in  family 
groups;  one  group  remained  in  the  United  States  and  another 
lived  in  the  Philippines.    They  had  small  overhead  expenses 

STfl^^.^^^  aWe  t0  live  and  deal  with  ™*vcJ 
m  the  Philippines,  and  traded  on  a  small  margin  of  profit  in  goods 

of  inferior  quality.   Garments  sold  by  them  were  often  short  in 

™ials,  of  cheaper  fabric,  and  poor  workmanship,  yet,  because 

oTthe  reputation  for  quality  of  Philippine  undergarments,  inferior 


1  Exports  from  the  Philippines  to  the  United  States* 

(In  Philippine  Pesos) 


Year 

Embroideries 

Hats 

Laces 

1914 

324,000 

507,000 

2,000 

1915 

732,000 

494,ooo 

4,000 

1916 

2,293,000 

1,272,000 

5,000 

1917 

3,924,000 

Ii375,ooo 

22,000 

1918 

4,310,000 

1,154,000 

21,000 

1919 

6,855,000 

1,280,000 

19,000 

1920 

*  Rennrtc  svf  .1  tttm. 

15,569,000 

1,285,000 

71,000 

•  Reports  of  the  Philippine  Custom-house. 
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garments  found  a  ready  sale  in  small  side-street  stores  and  even 
in  department  stores  at  prices  which  the  Castern  Company  could 
not  meet  profitably.  The  average  retail  price  on  the  company's 
garments  was  from  $3  to  $5.  Inferior  garments  were  sold  at 
20%  to  30%  lower. 

Although  the  company  emphasized  the  high  quality  of  its  arti- 
cles, greater  sales  efforts  were  required  to  obtain  the  price  differ- 
ential which  the  difference  in  quality  justified.  This  was  true 
even  in  selling  to  department  stores  which  specialized  in  high- 
class  products.  The  company  also  found  that  the  embroidery 
and  lace  designs  which  it  originated  were  copied  in  the  Philippines 
and  reproduced  on  inferior  material  even  before  the  company's 
products  reached  the  American  market. 

The  president  of  the  company  had  noticed,  moreover,  a  tend- 
ency toward  a  change  in  style  in  women's  undergarments  during 
the  World  War.  Women  were  wearing  less  underwear  and  fewer 
garments.  Corsets  and  shirt  waists  were  becoming  less  common, 
and  simple  silk  or  crepe  garments  were  displacing  embroidered 
cotton  garments.  The  demand  for  silks  instead  of  cottons  had 
been  increasing.  The  president  believed  that  the  demand  for 
silks  would  continue  on  a  large  scale  because  of  the  increased 
standard  of  living  and  because  of  the  wearing  qualities,  ease  in 
laundering,  and  personal  comfort  offered  by  silk  undergarments. 
He  also  believed  that  when  the  World  War  was  over,  French 
lingerie  again  would  compete.  French  garments,  although  usu- 
ally of  no  better  quality  than  Philippine  work,  had  the  competi- 
tive advantage  of  being  imported  from  France,  where  women's 

styles  originated. 

The  company  had  made  unsuccessful  experiments  in  having 
silk  garments  embroidered  in  the  Philippines.  Silk  which  was 
imported  to  the  Philippines  from  Japan  bore  an  import  duty  of 
60%  and  Philippine  embroidery  work  was  not  suited  to  silk 
garments.  It  was  found  that  silk  embroidered  in  the  Philippines 
would  have  to  retail  in  the  United  States  at  about  $20  a  garment 
if  the  usual  profits  were  to  be  realized.  Few  sales  could  be  made 
at  that  price. 

Costs  of  production  in  cotton  garments  were  increasing  in  1917 
and  19 18  both  because  of  the  increased  cost  of  raw  cotton  and 
labor  in  the  United  States  and  the  increased  wage  standards  in 
the  Philippines.  When  the  Castern  Company  entered  the  Philip- 
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pines  in  1899 ,  the  average  daily  wage  it  paid  to  natives  was  6 
cents,  United  States  currency,  for  women,  and  12  cents  for  men. 
By  1919  this  had  mcreased  to  25  cents  a  day  for  women  and  ko 
cents  a  day  for  men.  The  price  differential  betwPPn  ciit  *L 
cotton  garments  in  the  United  States Taf  JSrLf  fi 
president  of  the  company  believed  that  this  condition  would  con- 
tinue after  the  World  War  and  would  have  a  permanent  effect 
in  an  mcreased  demand  for  silk  garments. 

By  1919  the  Castern  Company  had  developed  its  trade  in 
Japanese  unconverted  native  woven  habutai  and  pongee  silk  Diece 
goods  and  Chinese  cotton  crepes  until  sales  in  1017  and  1018 
averaged  about  $500,000  annually.  It  purchased  high-quahty 
Japanese  sdks  through  a  New  York  commission  house  which 
maintained  offices  in  Yokohama,  Kobe,  and  Osaka.  The  com 
mission  charged  was  5%.  The  company  used  the  same  domestic 
sales  organization  as  it  used  for  its  distribution  of  Philippine 
goods.  The  silks  were  sold  to  department  stores  and  wholesalers 

of  ? e\6°  • 65  °l dyed  or  printed  t0  suit  **  dem^d 

of  the  stores.   By  having  the  goods  converted  in  America,  risk 
of  change  in  styles  m  the  colors  and  designs  was  lessened. 
J",    -f  ^f^y  discontinued,  its  importation  of  Philippine 
goods  it  might  suffer  a  serious  decline  in  sales  for  several  years 

w  i'STnSS  hrd  been  considered  a  side  Kne  and  22 

bad  not  been  pushed.  It  was  estimated,  however,  that  the  com- 
pany could  increase  its  sales  of  Japanese  silks  through  greater 
efforts  of  its  sales  organization.    The  company  received  da fly 
cable  quotations  on  silks  from  its  New  York  commission  house 
,  ^  <lu°ted  to  its  customers  on  a  basis  of  replacement  cost 

K^Tth""         T*  CUrrent  COSt  of  "Placement 

mStJ ?  C°mPa«y' ty  forecasting  the  price  trend  of  silks, 
might  make  large  profits  on  speculative  purchases.    To  large 

IT1 tm*ntust0reS  U  necessary  to  quote  at  the  current  market 
prices  which  averaged  about  ro%  above  replacement  cost.  Prices 

maJk  Unenr„!!0reS  "5  f  °reS  COuld  *  ^oted  ^  »  higher 

mem  rL?  rC  3djUS,ted  °nIy  fOT  maj0r  ^nations  «  replace- 
3  £  ?Cr%?f  fluctuations  in  P^es,  no  definite  profit 
in  nl^  ^ -ed'  ^hC  C°mpany  had  been  successful,  however, 

durCtaS1^  T/^ipati°n  °f  price  cements.  Conditions 
uunng  the  World  War  had  been  too  unstable  for  the  company 
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to  determine  what  might  be  the  normal  net  profit  to  expect  in 
trading  in  silk  piece  goods.  Continued  rising  prices  in  both  silk 
and  cotton  in  191 8  and  19 19  made  unusual  profits  possible  on 
goods  purchased  in  advance. 

Deliveries  from  Japan  took  from  six  weeks  to  eight  weeks. 
Since  department  stores  sometimes  order  three  or  four  months 
in  advance  of  delivery,  the  company  did  not  have  to  carry  a  com- 
plete stock.  It  carried  samples  and  small  stocks  at  its  branches 
in  the  principal  cities  in  the  United  States.  The  turnover,  thus, 
was  reduced  to  between  four  and  five  times  a  year  as  compared 
with  once  in  one  and  one-half  years  in  the  Philippine  trade. 

The  company  was  assured  of  the  quality  of  the  piece  goods 
purchased  from  Japan  because  the  Japanese  Government  main- 
tained strict  inspection  of  silks  and  the  company  purchased  only 
silks  with  the  government  stamp.  Habutai  silks,  which  were  the 
product  of  Japanese  native  hand  looms,  were  not  duplicated  in  the 
United  States.  The  company  had  found  no  domestic  article 
which  duplicated  Chinese  cotton  crepes  at  the  price  which  the 
Chinese  offered. 

There  was  danger,  however,  in  specializing  in  a  few  products 
from  one  country.  The  Japanese  practically  had  a  monopoly  on 
the  world  silk  production.  French  and  Italian  silks  could  not 
compete  in  price.  Chinese  silks  were  unreliable  in  quality.  The 
prosperity  of  Japan,  however,  depended  largely  on  the  one  com- 
modity, silk,  and  on  one  market,  the  United  States,  which  took 
approximately  90%  of  the  country's  silk  production.  Sales  of 
silks  were  influenced  by  style  and  business  conditions,  and  there 
was  an  increasing  use  of  artificial  silks  which  might  offset  the 

demand  for  real  silk. 

In  the  fall  of  1919  the  Castern  Company  received  an  offer  of 
$500,000  for  the  purchase  of  its  assembly  plant  and  organization 
in  Manila.  Material  inventories  in  the  Philippines  and  afloat 
could  be  sold  at  double  the  original  cost.  The  company  had  an 
inventory  of  finished  goods  which  it  could  liquidate  in  six  months 
at  from  75%  to  100%  above  cost.  Although  business  conditions 
were  then  favorable  and  the  sales  of  the  company  in  Philippine 
articles  were  above  $1,000,000  yearly,  the  president  believed  that 
the  competition  of  inferior  goods  and  the  tendency  toward  style 
change  in  imported  undergarments  eventually  would  eliminate  all 
profit  on  the  company's  Philippine  trade.  No  other  products  from 
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the  islands  could  be  imported  with  sufficient  profit  to  justify  the 
maintenance  of  the  organization.  The  company  decided,  there- 
fore, to  sell  its  assembly  plant,  to  discontinue  all  importing  from 
the  Philippines,  and  to  specialize  in  Japanese  unconverted  silk 
and  Chinese  cotton  piece  goods. 

8.  Sapulpa  Company 

EFFECT  OF  PROPOSED  TARIFF  LEGISLATION  ON  IMPORTING 

The  Sapulpa  Company  was  a  Philadelphia  importer  and  whole- 
saler of  toys,  china,  glass  and  bead  novelties.  For  several  years 
previous  to  1914  it  had  made  annual  purchases  of  about  $50,000 
in  Germany  and  domestic  purchases  of  about  equal  size.  From 
1915  to  1 9 19,  war  conditions  prevented  the  company  from  mak- 
ing purchases  in  Germany.  In  1920  it  purchased  to  an  amount 
of  about  $20,000  from  samples  mailed  from  Germany  and 
planned  to  renew,  in  the  spring  of  192 1,  its  pre-war  custom  of  send- 
ing a  buyer  to  Germany  to  make  purchases  of  about  $50,000. 
Because  of  the  pending  change  in  political  administration  in  the 
United  States  and  because  of  uncertainty  regarding  the  pro- 
posed emergency  tariff  bill  and  anti-dumping  legislation,  the 
president  of  the  company  questioned  the  advisability  of  making 
purchases  in  Germany. 

The  Sapulpa  Company  ordinarily  purchased  in  Germany  in 
February  and  March  for  delivery  during  the  summer  and  early 
fall.  The  company  resold  to  retail  stores  in  September,  October, 
and  November  for  the  Christmas  season.  Sales  during  the  re- 
mainder of  the  year  were  small. 

Most  kinds  of  toys,  especially  dolls,  chinaware,  musical  toys, 
and  cheap  handmade  toys,  could  be  produced  more  cheaply  in 
Germany  than  in  the  United  States.  Previous  to  19 14  German 
toys  could  enter  the  United  States  bearing  a  35%  ad  valorem 
duty  and  compete  favorably  with  American-made  goods.  Dupli- 
cates of  many  German  toys,  however,  were  not  made  in  the 
United  States.  In  1919  and  1920  the  cost  of  American-made 
toys  was  from  100%  to  200%  higher  than  the  cost  of  similar 
toys  made  in  Germany.  The  German  mark,  which  at  gold  par 
was  worth  23.82  cents,  had  dropped  to  an  average  of  3  cents 
ln  1919,  and  1.8  cents  in  1920.  The  price  level  in  Germany  in 


TAiDADT  T>TT"D  PIT  A  CTXTr* 

^38  IMPORT  PURCHASING 

1920  and  early  1921  had  not  risen  in  proportion  to  the  fall  of 
the  mark  and  thus  there  was  a  lag  in  the  parity  between  the 
purchasing  powers  of  the  mark  and  the  United  States  dollar. 
Quotations  in  German  paper  marks  made  the  importation  of 
toys  unusually  profitable.  In  spite  of  the  fact  that  the  Sapulpa 
Company  had  experienced  a  period  of  business  depression  before 
the  Christmas  season  in  1920,  it  had  made  about  50%  gross 
profit  on  its  German  purchases. 

In  December.  1920,  and  January,  1921,  there  was  nation-wide 
agitation  over  tariff  revision.  A  change  of  administration  from 
Democratic  to  Republican  was  to  take  place  in  March,  and  the 
Ways  and  Means  Committee  of  the  House  of  Representatives 
was  already  working  on  the  revision.  An  emergency  tariff  bill 
had  been  introduced  into  the  House  of  Representatives  on  De- 
cember 20,  1920,  and  there  were  rumors  of  radical  tariff  legisla- 
tion soon  to  be  proposed.  The  company  decided  to  postpone 
its  purchasing  in  Germany  until  the  new  tariff  bill  should  be 
passed  or  until  a  definite  policy  of  tariff  legislation  should  be  de- 
termined. The  emergency  tariff  bill  passed  the  House  of  Rep- 
resentatives and  the  Senate,  but  was  vetoed  by  President  Wilson 
on  March  3,  192 1.  The  company  then  decided  to  wait  until  the 
67th  Congress  assembled. 

On  April  12  a  new  emergency  tariff  bill  was  introduced  in 
the  House  of  Representatives  and  was  passed  by  the  House  on 
April  15.  This  bill  contained  no  revision  of  the  35%  duty  on 
toys,  but  had  strict  anti-dumping  clauses  which  provided  that 
foreign-made  goods  could  not  enter  the  United  States  at  a  cost 
below  the  cost  of  production.  There  was,  furthermore,  a  pro- 
vision on  valuation  of  foreign  currencies  for  tariff  purposes  which 
compelled 

8  cents  on  the  German  mark.  Since  the  current  rate  of  exchange 
was  1.6  cents  a  mark,  duties  on  German  goods  would  be  in- 
creased about  500%.  Such  a  provision,  if  enacted  into  law, 
meant  virtual  exclusion  of  all  German  goods.1 

1  "By  limiting  currency  depreciation  to  66^S%,  we  will  be  able  to  collect  at 
least  some  portion  of  the  duties  which  Congress  intended  to  impose  on  imported 
merchandise.  When  the  invoice  is  in  American  currency,  and  the  importer  makes 
in  marks,  the  duty  is  not  collected  upon  the  depreciated  value  of  those 
Me  thus  pays  duty  upon  a  much  lower  sum  than  he  has  actually  paia 
for  the  goods/'  The  Report  of  the  House  Committee  on  Ways  and  Means  on 
HR  2345,  by  Mr.  Young. 
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Although  the  emergency  tariff  bill  passed  the  House  of  Repre- 
sentatives, the  clause  providing  for  valuation  of  foreign  curren- 
cies had  met  strong  opposition.  The  provision  was  so  radical 
and  minority  opposition  so  strong  that  the  possibility  of  an  amend- 
ment in  the  Senate  seemed  probable.  The  company  expected 
that  American  toys  of  the  type  similar  to  those  made  in  Germany 
would  be  difficult  to  sell  if  the  tariff  act  were  modified  so  that 
German  goods  were  allowed  to  compete. 

There  was  still  time  in  April,  192 1,  for  the  company  to  carry 
out  its  plans  of  purchasing  in  Germany.  German  exchange  had 
been  fairly  stable  for  over  a  year2  and  a  demand  for  German 
toys  was  anticipated.  Toys  which  cost  the  equivalent  of  $1  a 
dozen  in  Germany,  were  selling  in  the  United  States  at  from  $3 
to  $4  a  dozen.  With  a  duty  of  35%  and  freight  and  commission 
charges  of  about  35%,  the  landed  cost  in  the  United  States  would 
bejibout  $1.70  a  dozen.  This  made  possible  a  gross  mark-up  of 

dangerous  joker  which  was  ever  attempted  to  be  perpetrated  upon  the  House 

Xr^^o^^  *  aUth°ri2ed  t0  fiX  the  value  *  W  mon^i 

'Provided  further  that  in  the  estimation  and  liquidation  of  duties  upon 
any  imported  merchandise,  the  collector  of  customs  or  persons  acting  as 

fta  66^  p°er  cenTjm?*  depreciation  m  cu^ncy  at  more 

..  '3«lay  *£t  Ge/man  mark  is  quoted  in  the  foreign  exchange  of  the  daily  press 
as  being  worth  1.62  cents.  If  this  provision  of  the  bill  submitted  bv  the  ™iori?v 

iWvvJf?      n         W0TihJ  ,fents'  ibenhy  increasing  the  duties  imposed  upon 

Sou^c TSZff  °Llhe  MJnority>  ^  Claud€  Kkchen  ^ 

gency  Tari^BOl  C°ngreSS'  Fmt  Session'  House  Vo1™'  *>  No.  i,  Enter- 

2  Spot  Quotation  on  German  Marks  in  New  York 
on  First  op  Month* 
ioiq  average  $0.03   per  mark 
1920  average     .018  per  mark 
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*  Survey  of  Current  Business,  April,  1931, 
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about  100%  on  the  landed  cost.  Because  of  unstable  conditions 
in  Germany,  it  was  difficult  to  estimate  the  probable  charges  on 
freights,  commissions,  and  incidentals.  If,  however,  toys  could 
be  entered  at  the  former  duty  of  35%,  a  gross  profit  of  at  least 
40%  to  50%  on  the  landed  costs  seemed  possible.  The  company 
ordinarily  expected  a  mark-up  of  30%  on  the  cost  of  its  imports. 
If  the  company  contracted  in  April,  192 1,  for  toys  to  be  delivered 
in  the  summer  and  fall,  it  ran  the  risk  of  having  to  pay  an  in- 
creased duty  which  would  be  prohibitive  if  the  new  tariff  bill 
passed  without  modifications.  If  the  company  accepted  in  ad- 
vance orders  which  later  it  could  not  fill,  it  risked  creating  ill 
will  among  its  customers. 

The  Sapulpa  Company  decided  not  to  send  a  buyer  tb  Germany 
nor  to  make  any  purchases  in  Germany  in  192 1  because  it 
believed  the  risk  of  loss  through  tariff  legislation  was  not  justified 
by  the  possibility  of  increased  profits.  It  decided  to  make  its 
usual  purchase  of  toys  manufactured  in  the  United  States,  and 
in  addition  to  purchase  a  small  stock  of  American-made  toys  in 
those  classes  which  competed  with  German  goods.  The  tariff 
bill  later  was  amended  in  the  Senate  so  that  the  drastic  valuation 
clause  was  omitted  and  no  change  was  made  in  the  35%  rate  of 
duty  on  toys  at  that  time.  The  Tariff  Bill,  however,  was  still 
before  the  Senate. 


9.  Manassas  Department  Store 

TIME  FOR  EUROPEAN  TRIP  OF  HOUSEHOLD  GOODS  BUYER 

The  household  goods  buyer  of  the  Manassas  Department  Store 
in  New  York  City  had  made  a  yearly  trip  to  European  markets 
since  1900.  From  1900  to  19 19  he  planned  his  trip  over  the 
first  week  in  March  during  the  spring  fair  at  Leipzig.  Since  the 
buyer  spoke  German  fluently,  he  not  only  visited  the  fair  but  also 
visited  the  factories.  In  1919  he  was  abroad  in  March  and  again 
in  November  to  investigate  conditions  following  the  World  War. 
In  1920,  192 1,  and  1922  his  trips  were  made  in  November  be- 
cause he  thought  that,  in  view  of  conditions  in  those  years,  pur- 
chases could  be  made  more  advantageously  at  that  time.  On 
January  17,  1924,  he  was  asked  by  the  general  manager  of  the 
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Manassas  Department  Store  whether  he  wished  to  go  abroad 
in  March  or  in  November,  1924. 

Household  goods  included  all  kinds  of  kitchen  ware,  such  as 
pots,  pans,  kettles,  cutlery,  baskets,  novelty  chinaware,  and 
wooden  ware.  Vacuum  cleaners,  lawn  mowers,  and  sewing  ma- 
chines also  were  sold  but  were  purchased  in  domestic  markets.  In 
1923,  approximately  10%  of  sales  of  household  goods  was  of 
imported  merchandise.  During  the  latter  part  of  his  long  expe- 
rience in  purchasing  in  Europe,  the  buyer  had  made  from  60% 
to  85%  of  his  purchases  in  German  markets  and  directly  from 
manufacturers.  He  believed  that  the  quality  of  wares  produced 
in  Germany  was  superior  to  that  of  other  countries.  Moreover, 
after  1922,  German  prices  were  lower  than  those  of  other  markets. 

In  1923  the  quality  of  workmanship  was  deteriorating,  doubt- 
less because  of  unsettled  conditions  among  manufacturers  and 
laborers.  German  goods  of  the  sort  sold  in  the  household  goods 
department,  however,  still  surpassed  production  in  other  markets. 
German  manufacturers  were  skillful  in  constructing  novelty  de- 
signs. For  example,  in  192 1,  the  buyer  bought  a  stock  of  table 
mats  made  of  glass  beads  which  sold  quickly,  giving  his  store  an 
exclusive  item  not  found  in  other  department  stores.  Buyers 
whom  the  store  sent  to  Europe  were  allowed  to  purchase  only  a 
six  months'  supply,  because  demand  could  not  be  estimated  accu- 
rately and  it  was  the  policy  of  the  company  to  keep  inventories 
at  a  minimum.  Orders  for  supply  for  the  balance  of  the  year 
were  forwarded,  on  the  basis  of  samples,  to  the  store's  foreign 
buying  offices  which  ordered  directly  from  manufacturers. 

The  buyer  had  been  to  the  great  fair  at  Nijni  Novgorod  in 
Russia  prior  to  the  World  War.  Since  19 19,  however,  he  had 
gone  on  trips  only  to  the  fairs  in  London,  Leipzig,  and  Lyons. 
In  1923  the  fair  at  Nijni  Novgorod  had  been  revived,  although 
of  far  less  importance  than  in  pre-war  years.  The  Lyons  fair 
showed  splendid  displays  of  French  materials  but  only  in  unusual 
French  styles.  The  fair  at  Leipzig,  although  primarily  for  Ger- 
man goods,  covered  a  far  greater  variety.  New  ideas,  moreover, 
were  presented  at  the  German  fairs,  whereas  materials  displayed 
at  Lyons  and  London  showed,  in  the  buyer's  opinion,  not  orig- 
inality, but  copying. 

The  volume  of  sales  on  household  goods  was  greatest  in  April 
and  May,  and  in  September  and  October.  If  the  buyer  went  to 
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Europe  in  March,  he  could  observe  the  variety  in  the  display  at 
the  Leipzig  fair  and  the  purchases  made  by  other  department  store 
buyers  who  were  visiting  the  market  at  that  time.  Purchases 
could  be  made  in  a  week  directly  from  samples  shown  at  the  fair. 
In  making  purchases  at  the  same  time  when  other  buyers  were 
contracting  for  material,  there  was  the  disadvantage  that  the 
buyer  would  be  competing  with  those  who  might  be  purchasing 
in  larger  volume  than  he;  thus  he  would  be  unable  to  secure  as 
satisfactory  prices  or  as  good  deliveries.  Manufacturers  in  Ger- 
man  markets  worked  from  November  through  February  on  new 
designs  for  presentation  at  the  Leipzig  fair  but  many  of  them 
did  not  display  their  entire  lines.  The  buyer,  therefore,  did  not 
have  as  great  a  variety  to  choose  from.  Less  important  manu- 
facturers occasionally  did  not  have  displays  and  the  buyer  had 
to  go  directly  to  their  plants. 

There  were  fairs  quarterly  at  Leipzig,  but  all  except  the  one  in 
March  were  of  little  comparative  importance  to  the  buyer  of  the 
Manassas  Department  Store.  His  visits  were  more  satisfactory 
in  November  because  deliveries  on  orders  placed  by  buyers  at 
the  March  fair  usually  had  been  completed.  The  buyer  was  able 
to  purchase  at  advantageous  prices  materials  for  which  the  con- 
tracts had  been  canceled.  Orders  at  that  time,  he  believed,  were 
welcomed  by  the  manufacturers  because  of  slackness  of  demand 
and  manufacturers  desired  to  keep  their  plants  in  operation.  They 
were  willing  to  begin  production  on  new  designs  or,  if  the  buyer 
liked  a  product  which  was  being  manufactured,  they  sometimes 
accepted  orders  for  additional  items  at  less  than  contract  prices 
because  the  increased  volume  meant  lower  operating  costs.  In 
November  and  December,  manufacturers  were  planning  new  de- 
signs for  the  March  fair  and  the  buyer  was  able  to  place  exclusive 
orders  in  advance. 

In  January,  1924,  American  manufacturers  began  to  offer 
domestic  goods  at  unusually  low  prices.  The  buyer  attributed 
this  to  decreased  demand  in  the  United  States  and  believed  that 

c*|C3'iiiiilci  t^u^j/''  cjtt  nt ^Sji^^oxji §  j^nc^^^is  durm^^  ttlns  n^^3Ct  tli r^^^3  mt^nttis* 
He  had  an  assistant  in  the  department  but  did  not  wish  to  trust 
him  to  make  volume  purchases  during  the  six  weeks  of  his  ab- 
sence. The  buyer  had  samples  of  imports  which  were  selling  well 
and  could  make  repeat  orders  through  the  foreign  buying  organi- 
zation for  the  heavy  sales  in  September  and  October.  In  the 
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meantime  he  could  be  purchasing  domestic  goods  at  advantageous 
prices  for  the  April  and  May  sales.  Purchase  from  samples  meant, 
however,  that  for  a  time  the  buyer  would  not  have  the  usual 
novelties  which  he  secured  in  the  German  markets. 

If  he  went  to  Europe  in  November,  the  buyer  missed  the  gen- 
eral display  obtainable  only  at  the  large  Leipzig  warehouses  in 
March  when  most  American  buyers  were  in  Europe.  If  he  made 
his  trip  in  March,  he  could  place  all  his  orders  except  for  novelty 
merchandise  in  a  short  period  of  approximately  a  week  at  the 
fair.  In  order  to  purchase  advantageously  in  the  fall,  the  entire 
months  of  November  and  December  were  required  instead  of  the 
usual  six  weeks  in  March  and  early  April.  For  the  person  who 
did  not  know  German  and  did  not  buy  directly  from  manufac- 
turers, the  buyer  believed  that  March  was  the  best  time  for  a 
European  trip.  He  decided,  however,  that  for  his  method  of  pur- 
chasing, November  and  December  offered  the  greatest  opportuni- 
ties, and  the  company  concluded  to  send  him  at  that  time. 

B.  QUOTATIONS  AND  PRICES 
10.  Dalbere  Tea  Company 

REQUIRING  QUOTATIONS  IN  C.&F.  TERMS  RATHER  THAN 

C.I.F.  TERMS 

Since  its  inception  in  1914  the  Dalbere  Tea  Company,  import 
merchants,  accepted  quotations  from  the  exporters  of  tea  in  China 
and  Java  on  a  c.i.f.  basis.  After  six  years  of  experience  the  com- 
pany found  that  there  was  a  risk  in  accepting  foreign  exporters' 
quotations  which  included  insurance.  Therefore,  when  thV  com- 
pany was  approached  in  1920  by  the  representative  of  an  Amer- 
ican insurance  company,  it  considered  demanding  in  the  future 
c&f.  quotations  instead  of  c.i.f. 

The  Dalbere  Tea  Company,  which  maintained  its  office  in  New 
*ork,  sold  tea  to  wholesale  grocers  and  tea  and  coffee  merchants 
m  eastern  United  States.  Its  importations  had  shown  a  steady 
mcrease  each  year  since  the  organization  of  the  company  and 
were  about  $150,000  a  year  after  the  war.  The  tea  was  purchased 
m  shipments  averaging  in  value  from  $1,000  to  $2,000.  The  terms 

LP^m!nt  Varied'  dePending  on  the  exporters'  practices,  from 
sight  drafts  to  90-day  drafts.  From  60  to  90  days  were  required 
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to  ship  tea  from  China  and  Java  to  the  United  States.  It  was 
necessary  for  the  Dalbere  Tea  Company  to  honor  the  draft  on 
nearly  every  shipment  before  it  received  the  merchandise.  The 
company,  therefore,  had  to  advance  funds  which  it  borrowed 
from  its  bank.  Samples  of  the  tea  were  forwarded  to  the  Dalbere 
Tea  Company  by  the  foreign  exporters  just  before  the  shipment 
was  made  so  that  the  salesmen  of  the  Dalbere  Tea  Company  were 
able  to  take  orders  for  the  sale  of  tea  while  the  ship  was  in  transit. 
Payments  were  made  to  the  Dalbere  Tea  Company  by  its  cus- 
tomers in  30  days  from  date  of  invoice. 

Tea  was  a  perishable  product  since  it  not  only  deteriorated 
with  age  but  was  susceptible  to  damage  by  sweat  and  dampness 
during  ocean  transportation.  During  the  six  years  which  the  com- 
pany had  been  importing  there  had  been  no  total  loss  of  any 
shipment  of  tea,  but  about  one  in  twenty  chests  was  damaged 
sufficiently  to  necessitate  a  claim  against  the  insurance  company. 

Two  or  three  months  usually  elapsed  before  the  Dalbere  Tea 
Company  received  reimbursement  for  damages  to  any  ship- 
ment of  tea  which  had  been  insured  by  the  exporter  in  a  foreign 
insurance  company.  This  was  likewise  true  when  the  policy  of 
the  foreign  insurance  company  was  marked  "payable  in  New 
York,"  because  the  New  York  office  had  to  receive  the  sanction 
from  the  home  office  before  any  payment  could  be  made.  Although 
the  company  had  suffered  no  complete  loss  of  shipment,  a  delay 
in  reimbursement  on  a  total  loss  probably  would  embarrass  the 
Dalbere  Tea  Company  financially.  It  was  customary  for  Amer- 
ican insurance  companies  to  settle  claims  for  damage  on  imported 
merchandise  within  two  weeks.  Therefore,  it  considered  the  ad- 
visability of  insuring  its  importations  of  tea  with  an  American 
insurance  company  instead  of  permitting  the  tea  to  be  insured 
by  the  exporter. 

An  open  policy  was  recommended  by  the  representative  of  the 
American  insurance  company.  This  policy  was  one  taken  out  by 
an  importer  or  exporter  to  cover  all  his  shipments  of  merchandise. 
Such  a  policy  kept  the  merchant  constantly  insured,  but  payment 
amounting  to  1%%  of  the  insured  value  of  the  merchandise  was 
made  only  on  each  shipment.  An  importer  notified  the  insurance 
company  of  the  value  of  each  importation  as  soon  as  possible  and 
later  the  insurance  company  verified  it  with  the  foreign  exporter  s 
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invoice.  The  importer  was  insured,  nevertheless,  whether  notifica- 
tion was  made  to  the  insurance  company  or  not.  There  was  no 
time  limit  on  the  duration  of  the  policy  nor  any  limit  on  the  part 
of  the  world  from  which  the  Dalbere  Tea  Company  might  import. 
The  special  clauses  in  the  open  policy  regarding  importations 
on  tea  were  to  cover  "any  damage"  to  merchandise  in  transit.1 
The  general  clauses  regarding  protection  in  marine  insurance 
policies  including  open  policies  and  those  applying  to  single  ship- 
ments were  approximately  the  same  for  all  insurance  companies, 
American  and  foreign. 

An  open  policy  designated  a  limit  to  the  amount  of  any  one 
importation.  The  limit  was  established  by  joint  agreement  of  the 
insurance  company  and  the  importer.  It  took  into  account  the 
average  value  of  shipments  to  the  importer,  thus  preventing  an 
unnecessary  large  amount  of  an  insurance  company's  reserve  from 
being  withheld.  Shipments  which  were  larger  than  the  limited 
amount  of  the  policy  required  additional  insurance  in  the  form  of 
another  policy  or  a  flyer  to  the  existing  policy. 

The  Dalbere  Tea  Company  had  received  policies  on  different 
insurance  companies  from  its  foreign  exporters.  It  usually  did  not 
know  how  or  by  what  company  its  importations  were  insured 
until  it  received  the  policy  which  was  forwarded  with  the  invoice 
of  the  merchandise.  The  company  might  be  one  not  "authorized" 
or  "admitted"  to  do  business  under  the  insurance  laws  of  the 
states  of  the  United  States  and  hence  having  no  legal  standing 
in  this  country.  The  special  clauses  in  the  policies  varied  with 
different  shipments;  but  all  gave  limited  protection.2  There  was 
no  clause  covering  "any  damage"  in  transit.  For  example,  a  ship- 
ment which  was  damaged  by  fire  was  not  covered  by  the  foreign 
insurance  policy.  Additional  clauses  were  inserted  only  at  the 
request  of  the  Dalbere  Tea  Company  and  then  at  an  extra  charge. 

1An  example  of  the  special  clauses  of  the  Open  Policy:  "To  pay  average  if 
amounting  to  3%  on  each  invoice  and /or  each  5  chests,  10  half-chests  or  20 
boxes  in  order  of  invoice  including  mold  and  dampness  caused  by  sweat  and  sea 
water  and /or  any  damage  occurring  while  in  transit,  also  to  pay  for  breakage, 
reconditioning  charges  and  loss  in  weight  irrespective  of  franchise,  but  no  claim 
to  attach  for  any  loss  due  to  insufficient  or  unusual  packing  including  the  risk 
of  theft  and  pilferage." 

2  An  example  of  the  special  clauses  in  a  typical  policy  placed  by  a  foreign 
exporter  to  cover  one  shipment:  "To  pay  average  on  each  10  chests,  20  half- 
chests,  or  40  quarter-chests,  running  landing  numbers,  but  no  claim  to  attach  for 
wet  or  damp  in  respect  to  any  package  unless  the  tea  therein  shall  have  been  in 
actual  contact  with  sea  and  river  water." 
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The  cost  of  insurance  placed  by  foreign  exporters  was  T/2  of  i% 
of  the  insured  value  of  the  merchandise. 

Also  the  foreign  exporters  were  agents  for  insurance  companies 
ana  preierrea  10  piace  ine  insurance  witn  ineir  own  companies. 
The  Dalbere  Tea  Company  had  reliance  in  the  integrity  of  its 
exporters  and  the  agencies  which  they  represented. 

C.i.f.  quotations  to  the  importer  were  less  than  c.&f .  quotations 
plus  insurance  placed  by  the  importer.  Also,  the  routine  duty  of 
placing  the  insurance  with  an  American  company  and  notifying 
tne  insurance  company  oi  ine  vaiue  oi  eacn  snipment  required 
slightly  more  clerical  work.  The  Dalbere  Tea  Company,  never- 
theless, had  the  assurance  of  the  American  insurance  company's 
representative  that  less  time  would  be  taken  in  making  settle- 
ments  and  that  fewer  disputes  would  arise  because  the  clauses  in 
its  policy  were  more  complete. 

The  American  insurance  company  representative  stated  to  the 

»        »        .  (Bp 

Dalbere  Tea  Company  that  American  banks  frequently  hesitated 
to  extend  merchandise  letters  of  credit  to  importers  unless  the 
financial  standing  of  the  foreign  insurance  company  with  whom 
the  policy  was  placed  were  known.  The  Dalbere  Tea  Company, 
however,  did  not  consider  this  fact  important  because  it  believed 

/  Mr 

that  the  bank  extended  credit  on  the  basis  of  the  importer  as  a 
nsK  ana  not  tne  insurance  company,  ims  aimcuuy,  iunnermore, 
had  not  been  encountered  by  foreign  exporters  when  they  pre- 
sented the  documents  to  the  bank  abroad  and  stated  that  the 
importer  had  insured  the  shipment. 

The  Dalbere  Tea  Company  took  out  an  open  insurance  policy 
with  an  American  insurance  company.  A  liberal  limitation  of 
$25,000  on  any  one  shipment  was  secured.  The  rate  was  of 
1%  higher  than  the  foreign  insurance  rate.  The  experience  of 
the  company  from  1920  to  1924  showed  that  less  time  had  been 
required  in  the  settlement  of  damages  and  that  fewer  disputes 
had  occurred  because  of  the  more  complete  coverage. 

II.  ZjALJtiAKY  V-sUMPA-NY 
XEKM.9  OF  U.UUlAIiUJNfc  UJN  1M.JtUK  1 A 1 IU IN  a  Ulf  KAlSlJNa 

In  October,  1924,  the  Zachary  Company,  of  Boston,  learned 
from  a  New  York  importer  that  the  exporter  in  Malaga,  Spain, 
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from  whom  both  importers  had  purchased  raisins  for  several 
years,  quoted  the  latter  19  shillings  a  box,  "c.&f.  New  York," 
or  1  shilling  a  box  lower  than  the  "c.&f.  Boston"  quotation  given 
the  Zachary  Company.  The  Zachary  Company,  through  its 
foreign  department,  undertook  to  determine  the  reason  for  this 
difference  in  prices. 

The  Zachary  Company  sold  25%  of  its  domestic  and  imported 
groceries  at  wholesale  and  75%  at  retail.  Its  total  purchases  of 
groceries  aggregated  $5,000,000,  of  which  about  5%  were  im- 
ported. A  foreign  department  was  maintained  at  the  cost  of  about 
$9,000  a  year. 

Most  of  the  raisins  imported  from  Spain  were  delivered  during 
August  and  September  and  were  sold  by  importers  between 
October  1  and  January  1.  The  exporter  in  Malaga  sold  90% 
of  his  raisins  in  the  United  States.  About  4  weeks  were  required 
to  prepare  an  order  of  2,000  boxes  for  shipment.  It  was  the 
practice  of  the  exporter  in  Malaga  to  allot  each  shipment  of  his 
raisins  to  several  importers  instead  of  filling  the  entire  order  of 
any  one  importer.  The  Zachary  Company,  therefore,  received 
each  order  in  three  or  four  shipments,  usually  about  a  week  to 
10  days  apart.  Nearly  all  the  shipments,  including  those  pur- 
chased by  the  Zachary  Company,  were  shipped  through  New 
York. 

Early  in  the  summer  of  1924  the  Zachary  Company  had  pur- 
chased for  delivery  in  the  fall  1,875  twenty-pound  boxes  of  raisins 
at  the  price  of  20  shillings  a  box  c.&f.  Boston.  These  raisins 
were  to  be  shipped  as  soon  as  they  were  packed  by  the  Spanish 
exporter.  The  company  decided  to  make  an  analysis  of  the  cost 
of  this  shipment,  and  if  the  analysis  showed  that  the  price  had 
been  too  high,  a  request  for  "f.o.b.  Malaga"  prices  would  hence- 
forth be  made,  rather  than  a  request  for  reduction  in  c.&f.  prices. 
This  was  because  the  Zachary  Company  from  past  experience  in 
dealing  with  other  Spanish  exporters  believed  that,  even  with  a 
reduction  in  c.&f.  quotations,  the  exporter  was  able  to  profit  on 
freight  rates. 

Quotations  on  freight  rates  secured  from  several  reliable  steam- 
ship companies  whose  sailings  from  Malaga  to  New  York,  and 
from  Malaga  to  Boston  via  Liverpool,  were  approximately  equal 
in  time  and  frequency  showed  the  following: 

F reight  rates  on  raisins  from  Malaga  to  Boston  via  New  York 
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were  from  $0.0075  to  $0,008  a  pound.  This  included  a  rate  of 
$0.0025  to  $0,003  from  Malaga  to  New  York  and  $0,005  a  pound 
by  boat  from  New  York  to  Boston.  Rail  rates  from  New  York 
were  higher.  This  did  not  include,  however,  cartage  or  lighterage 
charges  in  New  York,  nor  were  these  charges  included  in  c.&f. 
quotations. 

The  rate  from  Malaga  to  Boston  via  Liverpool  was  $0.0074  a 
pound.  There  was  no  additional  charge  for  transshipment  in 
Liverpool. 

Ocean  freight  rates  usually  were  established  at  the  beginning 
of  each  year  and  rarely  changed  during  the  year.  On  the  basis 
of  these  freight  rates,  the  difference  between  c.&f.  quotations 
made  to  the  New  York  importer  and  those  to  the  Zachary  Com- 
pany should  be  about  $0,005  a  pound.  The  difference  between 
the  price  quoted  to  the  New  York  importer  and  that  quoted  to 
the  Zachary  Company,  however,  was  $0,011  a  pound  when  the 
exchange  value  of  the  pound  sterling  was  computed  at  $4.40. 
This  made  a  difference  of  $0,006  a  pound  in  the  quotations  of 
the  Malaga  exporter  to  be  accounted  for. 

Freight  rates  usually  had  to  be  paid  at  the  time  merchandise 
was  placed  on  the  vessel.  If  the  company  shipped  all  its  raisins 
at  one  time,  it  would  be  necessary  to  pay  freight  for  them  one 
or  two  months  sooner  than  when  the  freight  was  paid  by  the 
exporter.  Interest  figured  at  the  rate  of  ^  of  1  %  a  month  would 
increase  the  landed  cost  of  the  raisins  only  by  an  amount  varying 
from  $0.0000375  a  pound  to  $0.000075  a  pound. 

In  an  f  .o.b.  quotation  it  was  understood  that  the  exporter  should 
see  that  the  merchandise  was  placed  on  board  ship.  It  would  be 
necessary  for  the  Zachary  Company,  however,  to  see  that  con- 
tract for  the  necessary  space  on  the  vessel  was  made  and  to 
provide,  by  cable  or  otherwise,  for  the  payment  of  freight  on 
the  day  that  the  merchandise  was  placed  aboard  the  ship.  The 
exporter  would  communicate  with  the  importer  two  or  three  days 
in  advance  to  confirm  the  date  of  the  shipment  of  the  raisins. 

The  executives  of  the  foreign  department  believed  that  the 
exporter  in  Malaga  might  receive  quotations  on  freight  rates 
lower  than  the  usual  quoted  rates,  because  he  exported  raisins  in 
large  quantities.  He  might  hesitate  consequently  to  quote  f.o.b. 
if  he  were  securing  a  profit  on  freight  rates. 
Because  raisins,  nuts,  and  seasonable  fruits  were  exported  in 
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large  quantities  in  the  fall  of  the  year,  it  might  be  difficult  for 
the  Zachary  Company  to  secure  space  on  ships  sailing  to  New 
York  or  Boston  unless  it  made  arrangements  one  or  two  months 
in  advance.  It  would  be  necessary,  therefore,  to  know  the  exact 
time  the  raisins  would  be  ready  for  shipment  from  Malaga.  If 
the  Zachary  Company  delayed  shipment  until  its  entire  purchase 
was  ready,  in  order  to  be  able  to  contract  for  steamship  space 
on  a  definite  date,  it  might  lose  an  opportunity  to  sell  its  raisins 
during  the  first  part  of  the  selling  season. 

The  executives  of  the  foreign  department,  nevertheless,  be- 
lieved that  if  the  exporter  could  be  induced  to  quote  f.o.b.,  he 
would  secure  the  shipping  space  just  as  under  the  existing  ar- 
rangement. The  Zachary  Company  would  assume  the  risk  of 
unforeseen  delay  if  the  shipment  was  not  ready  for  the  boat. 
The  company,  therefore,  decided  to  ask  for  f.o.b.  quotations  be- 
fore placing  orders  for  raisins  in  1925. 

12.  Crandall  Company 

price  limitation  on  instructions  to  buyers 
of  foreign  merchandise 

The  Crandall  Company,  situated  in  an  eastern  seaport,  was 
one  of  the  largest  department  stores  in  the  United  States.  The 
company  sent  abroad  each  year  30  or  40  buyers  who  made  pur- 
chases amounting  to  about  $1,250,000.  To  prevent  its  buyers 
from  offering  imported  articles  at  prices  higher  than  those  at 
which  other  department  stores  offered  similar  articles,  the  Cran- 
dall Company  considered  establishing  price  limitations  for  its 
buyers  of  foreign  merchandise. 

The  company  imported  staple  merchandise,  style  goods,  and 
novelty  merchandise.  These  types  of  merchandise  were  classified 
in  two  ways:  competitive  and  non-competitive.  Competitive  mer- 
chandise included  articles  which  were  similar  to  those  imported 
for  sale  by  other  department  stores  in  the  city.  In  determining 
its  selling  prices  the  Crandall  Company  took  into  consideration 
its  competitors'  selling  prices.  Such  articles  as  hosiery,  suits,  and 
gloves  were  included  in  this  class.  Non-competitive  merchandise 
included  toys  and  novelties. 

Most  of  the  merchandise  imported  by  the  Crandall  Company 
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was  non-competitive  but  an  increase  in  foreign  buying  by  retail 
stores  was  lessening  the  quantity  of  non-competitive  merchandise 
each  year.  Previous  to  1914  the  Crandall  Company  was  able  to 
secure,  on  the  average,  10%  more  net  profit  on  imported  mer- 
chandise than  on  domestic  merchandise.  That  figure  had  de- 
creased steadily  until  in  1920  and  192 1  it  was  only  2%. 

Besides  the  foreign  department  within  the  store  which  was 
entirely  a  clerical  department  consisting  principally  of  foreign- 
order,  custom-house,  and  foreign-exchange  clerks,  the  Crandall 
Company  maintained,  in  conjunction  with  five  other  department 
stores,  eight  foreign  offices  the  expenses  of  which  were  shared 
equally.  These  foreign  offices  furnished  buying  information  to  the 
Crandall  Company  and  the  other  stores  concerning  market  prices 
and  conditions  and  the  best  source  from  which  to  procure  mer- 
chandise. The  foreign  offices  had  no  power  of  price  limitation  over 
buyers.  Assistance  was  given  to  the  buyers  of  the  Crandall  Com- 
pany's foreign  merchandise  regarding  the  routes  which  they 
should  take  after  arrival  within  the  country.  Arrangements  for 
interpreters  were  made  by  these  foreign  offices.  The  foreign 
offices  consolidated  the  purchases  of  the  buyers,  took  charge  of  the 
packing  of  the  merchandise,  and  shipped  it  to  the  United  States. 
They  figured,  moreover,  the  percentage  to  add  to  the  invoice  cost 
in  order  to  determine  landed  cost  of  each  class  of  merchandise 
for  each  store.  There  were  about  25  such  classifications  which 
were  determined  by  the  value,  size,  and  perishableness  of  the 
article. 

The  Crandall  Company's  buyers  were  trained  as  stockmen  and 
salesmen  in  their  departments;  they  were  instructed  in  buying  in 
the  company's  training  course  for  buyers  and  acted  as  assistant 
buyers  before  they  received  the  responsibility  of  buying  for 
departments.  Hence,  they  were  qualified  to  make  purchases  and 
their  judgment  had  been  tested.  A  buyer  should  be  able,  there- 
fore, to  determine  the  selling  prices  on  the  articles  of  his  depart- 
ment because  of  his  complete  knowledge  of  them.  He  should  be 
able  to  purchase  them  at  the  right  prices,  furthermore,  because 
he  knew  the  average  mark-up  for  his  department  and  the  per- 
centage to  be  added  for  packing  and  transportation.  He  was 
expected  to  watch  fluctuations  in  the  exchange  value  of  the 
money  in  the  country  where  he  was  making  his  purchases.  He 

own  personal  traveling 
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expense  ultimately  would  be  charged  to  his  department  although 
no  attention  was  paid  to  it  in  the  determination  of  landed  costs. 

Buyers  first  estimated  the  expected  sales  of  foreign  merchan- 
dise for  their  departments.  From  this  figure  was  subtracted  the 
inventory  of  foreign  goods  in  stock.  The  resulting  figure  of  the 
necessary  foreign  purchases  was  approved  or  changed  by  the 
merchandise  manager  in  conference  with  the  buyer  and  the  man- 
ager of  the  foreign  department  before  the  buyer's  trip.  The  buyer 
then  signed  a  statement  that  his  total  purchases  would  not  exceed 
this  limit.  At  the  same  time  a  suggested  itinerary  of  the  countries 
in  which  the  buyer  was  to  make  his  purchases  was  approved. 
The  itinerary  could  be  changed  later  at  the  suggestion  of  the 
manager  of  a  foreign  office,  but  the  purchase  limit  could  not  be 
changed  by  him.  Immediately  before  going  abroad,  the  buyer 
visited  the  New  York  importers  from  whom  the  Crandall  Com- 
pany frequently  made  purchases  and  the  large  retailers  of  the 
class  of  merchandise  which  he  was  to  buy.  In  this  way  the  buyer 
was  able  to  learn  its  value  and  popularity. 

The  Crandall  Company  placed  no  other  limitation  on  its 
buyers.  The  company  noticed  that  imported  merchandise,  similar 
to  that  which  it  had  been  selling,  was  being  offered  for  sale  at 
lower  prices  in  other  stores.  The  company  had  been  familiar  with 
this  fact  for  several  years,  but  not  until  1922  was  a  method  con- 
sidered by  which  it  could  make  the  selling  prices  on  its  foreign 
articles  conform  with  those  of  similar  articles  in  other  stores. 
The  method  considered  was  to  set  limits  on  the  prices  which  for- 
eign buyers  should  pay  for  this  merchandise. 

The  existing  policy  of  the  company  did  not  provide  a  check  on 
the  price  for  which  goods  might  be  sold.  It  permitted  the  buyer 
to  purchase  an  article  on  the  basis  of  the  probable  selling  price 
according  to  his  appraisal  value  of  it.  A  decrease  in  the  percentage 
of  profit  which  the  company  was  able  to  make  on  imported  mer- 
chandise over  domestic  merchandise  demonstrated  that  more 
information  concerning  foreign  merchandise  was  being  secured 
by  buyers  of  foreign  merchandise  and  that  foreign  markets  were 
being  exploited  to  a  greater  extent  than  in  the  past.  Some  me- 
chanical control  over  buying,  therefore,  seemed  advisable.  Such 
a  control  might  be  exerted  by  limiting  both  the  quantity  of  an 
article  to  be  purchased  and  the  price  to  be  paid  for  it.  This 
should  result  in  less  risk  to  the  company  on  the  purchase  of  its 
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merchandise.  Finally,  price  limitations  on  imported  articles  should 
make  it  easier  to  control  new  buyers  because  the  estimate  of  a 
buyer's  judgment  was  not  always  free  from  error. 

Any  limitation  on  the  price  which  a  buyer  should  pay  for  an 
article,  nevertheless,  limited  the  buyer's  judgment.  The  buyer 
was  present  to  examine  the  merchandise  and  might  find  it  worth 
slightly  more  than  the  price  which  he  had  been  requested  to  pay 
for  it.  The  buyer,  moreover,  might  not  find  the  article  he  was 
ordered  to  purchase  at  the  time  he  wanted  it.  Such  difficulties 
would  cause  more  frequent  cabling  for  advice  from  the  home 
office.  If  the  buyer  were  unable  to  purchase  a  specified  article 
and  came  back  without  a  substitute  article,  other  stores  which 
did  not  limit  their  buyers  might  gain  good-will  at  the  expense  of 
the  Crandall  Company  by  importing  another  article  as  a  sub- 
stitute.  The  Crandall  Company  knew  that  there  were  other  de- 
partment stores  which  placed  no  limitations  on  the  price  which 
buyers  were  to  pay  for  their  merchandise,  because  these  stores 
considered  that  their  buyers  were  familiar  enough  with  their  own 
departments  to  purchase  only  merchandise  which  would  yield  a 
profit.  They  did  not  consider  a  man  to  be  a  good  buyer  if  he 
did  not  take  into  consideration  competition  as  well  as  salability 
of  the  articles  he  purchased. 

The  Crandall  Company  decided  to  limit  its  buyers  on  the  prices 
to  be  paid  for  competitive  but  not  for  non-competitive  foreign 
merchandise.  From  1922  to  1924  the  new  policy  was  deemed 
successful.  The  price  limitation  was  set  by  the  merchandise  man- 
ager of  the  department  for  which  the  buyer  was  to  make  pur- 
chases. Several  new  articles  had  been  added  to  this  list  of  com- 
petitive merchandise  each 


13.  Grossland  Publishing  Company 

INFLUENCE  OF  FOREIGN  SELLING  PRICE  IN  DETERMINATION 
OF  RETAIL  PRICE  IN  THE  UNITED  STATES 

The  Grassland  Publishing  Company  published  and  imported 
greeting  cards,  prints,  and  books  for  sale  to  department  stores, 
bookstores,  libraries,  and  schools.  In  the  fall  of  1923,  this  com- 
pany and  a  British  company  contracted  with  a  printer  in  France 
for  the  exclusive  sale  of  copies  of  an  unbound  travel  book  printed 
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in  English.  The  contract  price  was  8  francs  a  volume,  with  the 
value  of  the  franc  set  at  6  cents  for  the  first  order  of  books.  Both 
the  Grossland  Publishing  Company  and  the  British  publisher  had 
agreed  not  to  sell  their  books  directly  to  any  purchaser  outside 
their  own  countries  at  the  publisher's  price. 

The  books  were  to  be  bound  in  the  respective  country  of  each 
importer.  The  binding  used  by  the  Grossland  Publishing  Company 
was  to  cost  2Sy2  cents  a  book,  while  that  to  be  used  by  the  British 
publisher,  not  so  attractive  nor  so  well  suited  to  the  high-grade 
pages  and  prints  of  the  contents,  was  less  expensive.  The  British 
binding  was  of  coarse  cloth  and  had  a  flat  back.  The  title  was 
pressed  into  the  cover.  The  American  binding  was  of  a  smoother 
finish;  the  title  on  the  cover  was  in  gilt  letters;  and  it  had  a 
round  back,  believed  by  American  booksellers  to  be  more  sub- 
stantial. The  cost  of  a  binding  similar  to  that  of  the  British  book 
in  the  United  States  to  the  Grossland  Publishing  Company  was 
about  20  cents  a  book. 

The  British  publisher  decided  to  sell  the  book  in  England  at  a 
retail  price  of  7s  6d,  or  $1.65.  If  the  exchange  value  of  a  shilling 
was  figured  at  22  cents,  the  British  publisher's  wholesale  price 
of  the  book  was  55,  or  $1.10.  The  Grossland  Publishing  Com- 
pany believed  that  its  book,  compared  to  other  publications  sim- 
ilar in  quality  and  appeal,  could  be  sold  by  its  customers  at 
retail  for  at  least  $3.  The  customary  solicitation  of  the  com- 
pany's customers  before  marketing  the  book  substantiated  this 
belief.  It  deliberated  whether  to  set  the  retail  price  at  the  figure 
suggested  by  American  booksellers  or  to  use  the  probable  Amer- 
ican selling  price  of  the  British  book,  if  imported  by  American 
bookstores,  as  a  basis  for  the  retail  price. 

Pages  instead  of  the  bound  book  were  imported  because  French 
book  binderies  were  not  equipped  to  affix  cloth  covers  to  their 
books.  Both  the  Grossland  Publishing  Company  and  the  British 
company  believed  that  paper  covers  such  as  were  used  in  France 
would  decrease  the  salability  of  the  book.  The  Grossland  Pub- 
lishing Company  did  not  wish  to  have  the  pages  bound  in  England 
with  the  British  type  of  binding.  It  was  preferable,  therefore, 
to  import  pages  rather  than  the  finished  book.  Also,  pages  bore 
a  duty  of  15%  based  on  actual  invoiced  cost,  whereas  finished 
books  were  dutiable  at  15%  of  the  foreign  publisher's  wholesale 
market  price.    The  Grossland  Publishing  Company,  therefore, 
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could  take  advantage  of  any  favorable  contract  price  with  its 
printer. 

The  cost  of  each  book  to  the  Grossland  Publishing  Company 
was  made  up  as  follows: 

Table  i 

Subdivision  of  Cost  to  Grossland  Publishing  Company 

Printed  pages  in  France  4g 

Dutv 

Total  freight  and  insurance  (landed  at  port  in"  United 

States)   ii. 

Binding  in  the  United  States  2g  s 

Total   »94»7 

The  customary  margin  of  profit  for  publishers  in  the  United 
States  was  approximately  40%  of  the  selling  price.  If  the  Gross- 
land  Publishing  Company  based  its  selling  price  on  this  mark-up, 
therefore,  the  books  could  be  sold  to  retailers  for  $1.60.  With  the 
average  mark-up  of  35%  on  selling  price  for  retailers  of  books, 
the  consumer's  price  could  be  $2.50. 

If  a  bookstore  or  buyer  in  the  United  States  imported  the  book 
from  Great  Britain,  the  cost  for  each  book  was  as  follows: 


Table  2 

If  Purchased  by  a  Bookstore 
in  the  United  States  from 
British  Bookseller 


If  Purchased  by  a  Consumer  in 
the  United  States  from 
British  Bookseller 


C°St£fc)3?k-  V.V*  *  &  u  *  *  *  '5t?  7V2d    Cost  in  England  7s  6d 

(7j6tfless25%,  which  was  the  ' 

customary  wholesale  discount 
given  by  one  retailer  to  an- 
other) 

I^nty.  ^ 

(based  on  the  market  whole- 
sale price  established  by  the 
British  publisher  to  British 
booksellers— 15%  of  5s) 


Duty  9j 

(based  on  the  British  publish- 
er's wholesale  price — 15%  of 
5  shillings) 


Freight  and  insurance  7*    Freight  and  insurance   7d 

Total  6 s  1 11  y2d    Total  8 j  i  oi 

 or  or  $1.94 


If  the  Grossland  Publishing  Company  set  the  retail  price  at 
$3,  as  customers  believed  practicable,  it  feared  that  some  of  them 
might  purchase  the  book  abroad,  since  the  wholesale  price  then 
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would  be  $1.95,  that  is,  $3  less  35%,  or  about  40  cents  more  than 
the  price  of  the  British  book  purchased  from  a  British  bookseller 
at  a  discount.  The  book  trade  did  not  regard  a  retail  nriee  be- 
tween $2.50  and  $3  as  a  good  book  price. 

Direct  purchase  from  the  British  Company  might  be  made  by 
larger  book  buyers,  who  maintained  purchasing  agents  abroad. 
Foreign  books  were  purchased  usually  in  small  quantities.  It 
would  not  be  unusual,  therefore,  for  the  retailer  to  import  them 
directly.^  Although  the  American  binding  might  be  superior  to 
the  British  binding,  the  small  domestic  retailers  who  were  inex- 
perienced in  importing  books  would  purchase  the  book  only  by 
name. 

A  publisher  in  the  United  States  could  not  copyright  in  that 
country  a  book  printed  abroad.  Any  publisher,  consequently 
might  attempt  to  print  a  similar  book  in  the  United  States.  The 
rotogravure  prints  of  the  foreign  book  could  not  be  reproduced 
in  the  United  States  at  the  same  price,  although  a  book  of  high 
quality  with  the  same  printed  matter  might  be  published  to  sell 
at  retail  for  about  $2.50. 

Other  travel  books  of  the  same  type  were  sold  in  the  United 
States  for  about  $5.  Past  experience  indicated  that  the  class  of 
people  to  whom  such  a  book  appealed  should  be  willing  to  pay 
a  relatively  high  price.  The  fact  that  it  was  an  imported  article 
made  possible  a  higher  price  than  that  allowed  by  the  usual 
mark-up  on  books.  It  was  not  the  type  of  book  on  which  sales 
might  increase  through  price-cutting. 

If  the  sale  of  this  book  were  sufficient,  the  Grossland  Publish- 
ing Company  contemplated  publishing  a  series  of  14  travel  guide 
books  with  the  same  kind  of  pages  and  prints  bound  similarly. 
If  the  Grossland  Publishing  Company  decided  to  publish  the 
additional  volumes,  it  desired  to  establish  the  same  retail  price 
for  each  book  in  the  set.  The  contract  price  of  8  francs  was  for 
the  first  book  only.  Fluctuations  in  the  cost  of  printing  in  France 
and  fluctuations  in  exchange  might  not  permit  a  contract  to  be 
entered  into  at  the  same  price  at  a  later  date. 

Inasmuch  as  the  Grossland  Publishing  Company  believed  it 
advisable  to  set  a  price  proportionate  to  that  of  the  British  pub- 
lisher, it  decided  to  establish  the  retail  price  of  $2.50  for  the 
book.  The  publisher  was  also  influenced  in  his  decision  to  make 
the  retail  price  $2.50  by  his  desire  to  counteract  the  impression 
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that  the  company  handled  only  very  high  priced  books.  He  had 
many  books  on  his  list  at  $25  and  $50  and  it  was  generally 
believed  that  the  company  did  not  handle  medium-priced  books. 

At  this  price,  the  number  of  orders  taken  from  its  customers  in 
advance  made  it  necessary  to  increase  the  original  import  order 
from  750  sets  of  printed  pages  to  3,000  sets. 


14.  Goslin  Company 
estimating  costs  of  imported  goods  in  order  to  determine 

SELLING  PRICE 

The  Goslin  Company,  importers  of  groceries  for  wholesale  and 
retail  distribution,  wished  to  determine  whether  it  could  sell  in 
1924  an  importation  of  high-grade  canned  French  peas  at  the 
usual  selling  price  of  35  cents  a  can.  For  about  40  years  the 
Goslin  Company  had  imported  French  peas  from  a  canning  com- 
pany located  in  the  vicinity  of  Paris.  Its  purchases  averaged  400 
or  500  cases  a  year.  Each  case  weighed  139  pounds  and  con- 
tained 100  cans.  The  company  sold  about  75%  at  wholesale. 
It  obtained  amark-up  of  about  50%  on  cost  when  selling  at  retail 
and  about  30%  on  cost  when  selling  at  wholesale.  The  retail 
price  had  been  35  cents  a  can.  The  Goslin  Company  maintained 
it  own  foreign  department  at  a  cost  of  about  $12,000  a  year.  This 
department  entered  all  merchandise  through  customs  and  made 
arrangements  for  purchases  from  foreign  importers.  Mainte- 
nance of  the  foreign  department  was  included  in  the  percentage 
of  mark-up  added  to  the  cost  of  the  merchandise  to  determine  the 
selling  price. 

The  Goslin  Company  placed  its  orders  for  canned  French  peas 
in  June  of  each  year  for  delivery  as  soon  as  possible  after  that 
time,  usually  about  the  first  of  September.  The  French  canning 
company,  in  April  or  May,  asked  for  the  requirements  of  its  cus- 
tomers for  the  year,  because  it  canned  only  the  quantity  of  peas 
for  which  it  expected  to  receive  orders.  Orders  varying  in  size 
were  received  by  the  Goslin  Company  from  its  customers  through- 
out the  year.  Actual  deliveries  were  made  between  the  middle 
of  September  and  the  first  of  June.  Sixty  per  cent  of  the  peas 
were  sold  and  delivered  between  the  middle  of  September  and  the 
first  of  January.   About  10%  of  the  wholesale  orders  were  re- 
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ceived  during  July  and  August.  The  company  sold  practically  no 
canned  peas  at  retail  during  July  and  August.  The  company 
aimed  to  sell  all  its  French  peas  before  June  1  of  the  next  year 
since  the  peas  were  likely  to  spoil  if  kept  for  more  than  one  year. 

Quotations  had  to  be  made  to  the  Goslin  Company's  customers 
who  purchased  at  wholesale  before  the  peas  were  received  from 
France;  also,  the  retail  price  of  the  canned  peas  was  established 
before  the  peas  were  received  in  order  that  the  price  could  be 
published  in  the  company's  price  catalog.  While  neither  whole- 
sale nor  retail  prices  were  guaranteed  against  change,  the  Goslin 
Company  did  not  like  to  change  them  after  they  were  announced. 
Since  the  peas  were  not  paid  for  until  60  days  after  the  presenta- 
tion of  the  draft  on  the  Goslin  Company,  it  was  necessary  that  the 
price  for  the  peas  be  established  with  as  much  care  as  possible, 
especially  since  the  product  was  a  competitive  one.  The  Goslin 
Company  purchased  all  its  canned  French  peas  in  one  order 
because  the  peak  of  the  sales  was  in  the  fall  and  because  the 
price  of  the  French  canning  company  was  likely  to  advance  after 
its  first  orders  had  been  received.  A  quantity  discount  of  about 
1  %  was  given,  furthermore,  on  orders  that  aggregated  500  cases 
or  more. 

In  June,  1924,  the  company  received  from  the  French  canning 
company  a  quotation  of  325  francs  per  case  f.o.b.  Havre.  This 
price  appeared  to  be  favorable  as  compared  with  those  of  other 
canning  companies  in  France.  The  size  of  the  pea  crop  in  France 
and  the  cost  of  canning  in  1924  appeared  to  be  similar  to  those 
of  1922  and  1923.  The  Goslin  Company  wished  to  determine 
whether  the  price  was  low  enough  for  it  to  sell  its  peas  at  the 
previous  price  of  35  cents  a  can  retail  and  30  cents  a  can  whole- 
sale and  obtain  the  desired  profit  above  the  landed  costs.  The 
Goslin  Company  did  not  favor  the  plan  of  having  one  percentage 
of  mark-up  for  all  its  imported  merchandise,  regardless  of  its  kind 
or  cost.  The  executives  preferred  to  mark  up  each  product  sepa- 
rately on  a  basis  of  actual  cost,  with  reference  to  the  salability  of 
tne  product  among  the  company's  customers. 

The  peas  were  to  be  paid  for  in  francs,  the  exchange  value  of 
which  was  $.0530  at  the  time  the  Goslin  Company  received  its 
quotation  from  the  French  canning  company.  From  a  study  of 
we  fluctuations  m  francs  for  a  few  months  previous  to  the  plac- 
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ing  of  its  order,1  the  executives  of  the  Goslin  Company  believed 
that  the  exchange  value  of  the  franc  at  the  date  the  company 
would  pay  the  draft  for  the  invoice  would  not  be  above  $0.0550. 
An  increase  in  the  value  of  the  franc  above  $0.0530  was  expected 
to  occur  in  July  and  August,  when  imports  were  large  and  many 
Americans  were  traveling  in  France.  If  the  value  of  the  franc 
increased  above  $0.0550,  the  company  still  could  purchase  enough 
francs  to  cover  its  order  before  the  value  of  the  franc  reached  a 
point  sufficiently  high  to  prevent  the  sale  of  the  peas  at  a  profit 
at  35  cents  a  can.  Taking  the  value  of  the  franc  at  $0.0550, 
therefore,  the  Goslin  Company  figured  the  cost  of  500  cases  of 
French  peas,  at  325  francs  a  case,  to  be  $8,937.50. 

The  company  allowed  1  %  of  the  invoice  value  of  the  merchan- 
dise, $89.38,  for  insurance,  although  on  the  open  policy  with  which 
the  company  insured  this  shipment  the  actual  cost  of  the  pre- 
mium  was  only  $60  This  difference  viras  used  in  determining 
the  landed  cost  of  the  merchandise,  to  offset  incidental  expenses 
which  were  attributable  to  the  foreign  department  and  which 
were  not  included  in  the  $12,000  expended  in  maintaining  that 
department. 

Since  there  was  no  direct  sailing  from  Havre  to  Boston,  where 
the  Goslin  Company  maintained  its  main  office  and  warehouse, 
the  canning  company  had  to  ship  its  merchandise  from  Havre 
to  Boston  via  New  York,  Antwerp,  or  Liverpool.  The  freight 
rate  on  canned  peas  from  Havre  to  Boston  through  New  York 
was  quoted  at  135  shillings  per  1,000  kilos  (2,204.6  pounds); 
the  rate  from  Havre  to  Liverpool  to  Boston  at  90  shillings  per 
1,000  kilos;  from  Havre  to  Antwerp  to  Boston,  80  shillings  per 
1,000  kilos.  The  time  the  shipment  would  be  in  transit  would 
be  about  the  same  by  all  three  routes;  the  three  steamship  com- 
panies which  gave  these  quotations,  moreover,  were  equally  reli- 
ably Shipment  would  be  made,  therefore,  via  Antwerp. 

1  Value  or  French  Franc  in  United  States  Dollars 
Export  Trade  and  Finance*  Issue  of 

Mtirch  1 ,  1924  $0.0427 
JVlnrch  15  >  1924 ..•.......*....•.......•.•••....•.....  .0385 

April  5i  ^924  ««••••••.•••»••••••••••••«»•••••••»•••••    .05 73 

April  19,  1924  0623 

May  3 ,  1924  0648 

May  17,  1924  0567 

 May  31,  1924  0539 

*  Closing  figures  for  week  preceding  the  date  of  publication 
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The  Goslin  Company  had  to  cable  enough  sterling  to  pay  the 
freight  at  the  time  the  merchandise  was  placed  on  the  vessel  at 
Havre.  The  company  believed  that  the  exchange  value  of  the 
pound  sterling  would  be  no  higher  than  $4.40  on  the  date  at 
which  the  freight  would  have  to  be  paid.  The  exchange  value  of 
the  pound  sterling  on  the  day  the  order  for  the  peas  was  placed 
with  the  French  canning  company  was  $4.31.  Fluctuations  for 
several  weeks  previous  to  that  date  had  been  slightly  below  $4.40. 
With  this  rate  of  exchange  the  company  figured  the  freight  rate 
on  this  shipment  of  69,500  pounds  to  be  $554.75. 

Canned  peas  bore  a  specific  duty  of  2  cents  a  pound.  This 
would  increase  the  cost  of  this  shipment  by  $1,390.  A  wharf- 
inger charge  of  5  cents  a  case  was  placed  on  importations  into 
Boston,  because  the  wharves  were  owned  by  the  railroads.  If 
the  merchandise  was  to  be  shipped  to  an  interior  point  on  the 
railroad  which  owned  the  wharf  this  charge  was  not  made,  but 
was  included  in  the  railroad  freight  rate.  The  peas  which  the 
Goslin  Company  imported  were  taken  from  the  wharf  to  the 
warehouse  by  truck  and  not  by  train.  A  total  of  these  costs, 
as  shown  in  Table  1,  determined  the  landed  cost  of  the  mer- 
chandise. 

Table  i 

Method  of  Determining  Landed  Costs  by  Estimating 
^  Exchange  When  Payments  Were  Due 

Invoiced  cost  (500  cases  at  325  francs;  estimated  value  of 

franc,  $00550)   $8,037.50 

Insurance  (1%  of  $8,937.50)   89.38 

Freight  (estimated  value  of  pound  sterling,  $440)    554.75 

^nty    1,390.00 

narnnger  charge  i  25.00 

Total  landed  cost   $10,996.63 

tost  per  case   3I<00 

Cost  per  can   [22 

Retail  selling  price  at  the  desired  50%  mark-up   .33 

Actual  retail  selling  price   ,35 

An  analysis  of  these  costs  proved  to  the  Goslin  Company  that 
it  could  sell  the  peas  at  35  cents  a  can  retail  and  30  cents  a  can 
wholesale. 

The  Goslin  Company  placed  the  order  for  500  cases  at  325 
francs  a  case  with  the  French  canning  company.  The  merchan- 
dise was  shipped  on  July  20  and  was  received  in  Boston  on  Sep- 
tember 15.  The  draft  was  presented  to  the  Goslin  Company  for 
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payment  on  August  2.  The  time  which  elapsed  between  July  20 
and  August  2  was  required  in  forwarding  the  draft  to  the  im- 
porter. The  exchange  value  of  the  franc  on  October  2,  the  day 
the  60-day  draft  was  paid,  was  $0.0527.  The  exchange  value  of 
the  pound  sterling  on  the  day  the  freight  was  paid  from  Havre 
was  $4.36.  The  actual  cost  of  the  peas  after  payment  had  been 
made  is  shown  in  Table  2. 

Table  2 

Actual  Cost  to  the  Goslin  Company  of  Its 
 Importation  of  Canned  Peas 

Invoiced  cost  (value  of  the  franc,  $0.0527)  $8,563.75 

Insurance  (1%  of  $8417.50,  which  was  the  valuation  of 
the  merchandise  insured  at  its  franc  value  of  $0.0518 

on  July  15)   84.18 

Freight  (at  the  rate  of  sterling,  $4  369,  on  July  15) ... .  550.84 

uuiy   1,390.00 

Wharfinger  charge    25.00 

Total  landed  cost   $10,613.77 

Cost  per  case  .........  2122 

Cost  per  can ....•.•••..•.••..••••.....*...........,.........  .212 

The  Goslin  Company  sold  its  1924  importation  of  peas  at  35 
cents  a  can,  although  it  would  have  obtained  the  desired  profit  if 
it  sold  them  at  33  or  34  cents  a  can.  It  adhered  to  this  price 
because  competitors  sold  similar  grades  of  canned  French  peas 
for  35  cents  a  can,  and  it  wished  to  set  the  price  at  the  nearest 
multiple  of  5  rather  than  at  33  cents. 


15.  Oberlander  Cocoa  Company 
effect  of  increased  rate  of  duty  on  selling  price  and 

ADVERTISING  POLICY 

The  Oberlander  Cocoa  Company,  located  in  New  York,  was  the 
exclusive  sales  agency  in  the  United  States  for  a  high-grade 
unsweetened  cocoa  purchased  from  one  of  the  larger  manufac- 
turers in  Holland.  The  company's  purchases,  aggregating  several 
hundred  thousand  dollars,  were  constant  throughout  the  year. 
Sales  were  made  mostly  to  wholesale  and  large  retail  grocery  com- 
panies and  a  few  manufacturers  of  high-grade  confectionery.  The 
company  handled  no  other  product.  The  company  maintained 
salesmen  who  traveled  in  the  district  east  of  Chicago  and  north  of 
Washington.    Until  1910  the  Oberlander  Cocoa  Company  had 


PLACING  IMPORT  ORDERS 


361 


advertised  its  product  in  the  daily  papers  of  New  York,  Boston, 
and  other  large  cities,  in  medical  journals,  and  in  Printers9  Ink. 
Newspaper  and  national  magazine  advertising  had  been  discon- 
tinued in  that  year,  but  advertising  in  trade  journals  and  by  means 
of  circular  letters  to  merchants  who  sold  cocoa  was  continued.  In 
late  1922  the  company  considered  changing  the  selling  price  of  its 
cocoa  in  order  to  meet  an  increase  in  the  tariff  rate  which  went 
into  effect  in  September,  1922. 

The  cocoa  had  the  reputation  of  being  one  of  the  highest  grades 
of  cocoa  sold  in  the  United  States.  It  was  packed  for  sale  only 
under  the  Dutch  manufacturer's  brand  name.  The  retail  selling 
price  was  35  cents  for  a  half-pound  can,  the  common  size  of 
cocoa  container  for  sale  at  retail.  The  retail  price  had  remained 
about  the  same  for  10  years  except  for  a  period  during  the  World 
War  when  no  cocoa  was  imported  by  the  Oberlander  Cocoa  Com- 
pany and  retail  merchants  raised  the  prices  on  their  stocks.  Other 
imported  cocoas  also  sold  for  about  35  cents  a  can  but  were  not 
so  well  known  and  were  not  sold  in  such  large  volume  as  the 
product  of  the  Oberlander  Cocoa  Company.  The  average  price 
of  domestic  cocoa  in  the  United  States  was  from  15  to  20  cents 
for  a  half-pound  can.  Tli  ie  cocoa  which  the  Oberlander  Cocoa 
Company  imported  was  known  as  Dutch  Process  cocoa.  The 
formula  never  had  been  copied,  although  frequent  attempts  had 
been  made  to  imitate  it,  and  a  few  manufacturers  of  cocoa  in  the 
United  States  advertised  that  they  manufactured  Dutch  Process 
cocoa.  The  Oberlander  Cocoa  Company  maintained  that  a  can 
of  its  cocoa  produced  more  than  twice  as  many  cups  of  cocoa  as 
a  can  of  the  low-grade  product.  The  principal  reason  for  the 
difference  in  price  between  the  cheap  and  high-grade  cocoas  was 
in  the  selection  of  the  cocoa  beans,  which  varied  in  price  from 
3  or  4  cents  a  pound  to  about  30  cents  a  pound  in  extreme  cases, 
and  in  the  manufacturing  process. 

Cocoa  and  chocolate  were  used  more  extensively  as  beverages 
in  Europe  than  in  the  United  States.  The  demand  in  Europe  was 
for  the  high  grades  of  cocoa  and  most  of  the  cocoa  manufactured 
in  Europe  was  of  high  quality.  Cocoa  manufacturers  in  Holland 
would  not  manufacture  cheap  cocoa  to  be  sold  only  in  the  United 
States.  Cocoa  was  not  such  a  popular  beverage  as  coffee  in  the 
United  States.  It  was  used  more  because  of  its  nutriment  and 
was  prepared  largely  for  children.   The  principal  selling  point 
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used  by  most  manufacturers  and  wholesalers  of  cocoa  was  price 
instead  of  quality.  Since  coffee  was  the  popular  beverage,  it  was 
thought  that  the  market  in  the  United  States  could  be  increased 
more  easily  for  cheap  cocoa  than  for  the  more  expensive  grades. 
Retailers  made  a  larger  percentage  of  profit  per  can,  and  had  a 
larger  volume  of  sales  from  the  cheaper  grades  of  cocoa  than  from 
the  high-grade  cocoa. 

Cocoa  beans  were  imported  into  the  United  States  free  of 
duty  in  large  quantities  for  the  manufacture  of  cocoa  and  choc- 
olate. The  tariff  on  manufactured  unsweetened  cocoa  was  8% 
ad  valorem  under  the  Tariff  Act  of  1913.  In  the  Tariff  Act  of 
1922,  the  duty  on  manufactured  cocoa  was  increased  to  17^% 
ad  valorem  with  a  2  cents  a  pound  minimum.  Cocoa  beans  re- 
mained on  the  free  list  as  before.  The  payment  of  a  higher  duty 
could  not  be  assumed  by  the  company  without  an  elimination  of 
some  of  the  company's  selling  expenses  or  an  increase  in  the  sell- 
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ing  price. 

Under  the  tariff  of  1922,  American  manufacturers  whose  cocoa 
could  be  purchased  for  less  than  12  cents  a  pound  were  protected 
because  the  2  cents  a  pound  minimum  duty  was  high  enough  to 
exclude  cheaper  grades  of  cocoa.  Since  the  cocoa  which  the  Ober- 
lander Cocoa  Company  imported  cost  from  30  to  35  cents  a 
pound,  the  duty  which  had  to  be  paid  raised  the  cost  from  2l/2 
to  zlA  cents  a  can  above  the  cost  under  the  1913  tariff. 

The  manufacturer  in  Holland  who  produced  the  cocoa  which 
the  Oberlander  Cocoa  Company  sold  could  not  be  induced  to 
establish  a  factory  in  the  United  States  because  he  was  not 
dependent  upon  the  American  market  for  the  sale  of  his  product. 
The  cost  would  have  been  about  $150,000.  The  manufacturer, 
furthermore,  would  not  allow  the  formula  to  be  used  by  an 
American  cocoa  manufacturer  who  might  produce  cocoa  under 
the  brand  name  of  the  Holland  company  in  the  United  States  for 
the  Oberlander  Cocoa  Company.  The  manufacturer  in  Hol- 
land was  not  willing  to  pack  the  cocoa  in  a  smaller  size  tin  in  order 
that  the  price  of  his  cocoa  might  be  more  nearly  comparable  with 
that  of  American  manufacturers.  The  executives  of  the  Ober- 
lander Cocoa  Company  did  not  wish  to  sell  other  products  with 
cocoa  in  order  to  reduce  their  selling  expense. 

The  Oberlander  Cocoa  Company  had  to  decide  what  policy  it 
should  pursue  to  maintain  sales  under  the  new  tariff.  If  grocers 
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were  to  sell  at  the  35  cents  retail  price,  the  Oberlander  Cocoa 
Company  would  have  to  continue  to  bear  all  the  cost  of  the  duty. 
The  executives  believed  that  the  retail  price  of  35  cents  was 
high  enough  and  that  retailers  could  not  sell  the  Oberlander 
Cocoa  Company's  cocoa  if  the  duty  were  added  to  the  cost. 

The  Oberlander  Cocoa  Company  noted  that  the  increase  in  duty 
would  be  about  equal  to  the  amount  of  the  company's  advertis- 
ing expenditure  for  the  year  if  the  company  imported  in  the  same 
volume  as  it  had  been  doing  during  the  past  few  years.  If  the 
company  discontinued  all  its  advertising,  it  could  continue  its 
sales  only  through  direct  sales  effort.  The  Oberlander  Cocoa 
Company  decided  to  retain  the  existing  selling  price  and  to  dis- 
continue advertising. 

C.  PURCHASE  CONTRACTS 
16.  H.  A.  Johnson  Company 

DECISION  TO  AGREE  TO  THE  NEW  DRIED  FRUIT  ASSOCIATION 
STANDARD  FOR  SHELLED  WALNUTS 

The  H.  A.  Johnson  Company,  of  Boston,  are  importers,  manu- 
facturers, and  distributors  of  raw  materials  used  by  manufac- 
turing bakers  and  confectioners.  Their  principal  products  con- 
sist of  dried  and  preserved  fruits,  fruit  juices,  nuts,  egg  products, 
vanilla  beans,  and  mechanical  equipment  for  bakeries  and  con- 
fectioneries. Imported  products  contribute  perhaps  30%  of 
the  total  purchases  of  the  company.  The  company's  main  office, 
factory,  and  warehouses  are  in  Boston.  The  company  also  has 
small  manufacturing  plants  in  other  cities  of  New  England  and 
on  Prince  Edward  Island.  A  branch  sales  house  and  warehouse  is 
maintained  in  New  York  City  for  handling  the  trade  of  the  New 
York  metropolitan  area.  The  company's  salesmen  from  Boston 
cover  all  of  the  New  England  states,  New  York,  Pennsylvania, 
and  the  southern  states.  Only  a  relatively  small  amount  of  busi- 
ness is  done  in  the  West,  principally  by  mail  order  and  through 
brokers. 

Shelled  walnuts,  which  constitute  one  of  the  chief  imports  of 
the  company,  are  purchased  through  New  York  and  Boston 
brokers  who  represent  foreign  shippers.  Shelled  walnuts  are  im- 
ported chiefly  from  France.    Importations  are  made  directly 
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from  the  shippers  on  c.&f.  terms,  under  90-day  letters  of  credit 
in  francs.  Importers  of  shelled  walnuts  from  France  have  had 
great  difficulty  in  getting  satisfactory  quality  during  and  since 
the  war.  Many  of  the  French  shippers  are  small,  not  of  high 
financial  standing,  and  in  many  cases  unreliable.  Importers  after 
opening  an  irrevocable  letter  of  credit  had  no  assurance  that  the 
importations  would  be  up  to  quality.  If  goods  were  not  up  to 
standard,  redress  was  difficult  to  obtain  and,  if  legal  measures 
were  taken,  expensive  as  well.  Conditions  were  worse  after  the 
war  than  before  and  seemed  to  be  getting  still  worse,  largely 
due  to  the  fact  that  many  new  and  small  shippers  in  France 
had  come  into  the  business. 

Early  in  September,  1925,  the  H.  A.  Johnson  Company  re- 
ceived a  letter  from  the  president  of  the  Dried  Fruit  Associa- 
tion of  New  York  urging  the  H.  A.  Johnson  Company  to  join 
the  association  and  to  agree  to  a  new  standard  to  govern  im- 
ports of  shelled  walnuts.  The  Dried  Fruit  Association  of  New 
York  consisted  principally  of  New  York  importers  and  brokers 
of  nuts  and  dried  fruits.  The  association  had  appointed  a  "Com- 
mittee on  Walnuts"  to  investigate  the  unsatisfactory  conditions 
in  the  trade  in  French  walnuts  and  to  make  recommendations. 
The  committee's  recommendation  for  remedying  the  situation 
was  a  new  standard  form  of  contract  which  was  adopted  in  May, 
1925,  by  the  association  under  the  name  "New  D.  F.  A.  Standard 
for  Shelled  Walnuts."  It  laid  down  specific  and  rigid  rules  as  to 
quality  standards  for  various  types  of  walnuts  imported  from 
France. 

It  also  provided  for  new  terms  for  issuing  letters  of  credit, 
as  follows:  "Letters  of  credit  for  imports  of  walnuts  shall  be 
opened  for  100%  available  by  two  drafts  as  follows:  One  for 
85%  of  the  full  invoice  value,  to  be  accepted  unconditionally  on 
presentation  of  documents,  payable  90  days  after  presentation. 
The  second  draft  for  15%  of  invoice  value,  to  be  accepted,  due 
the  same  day  as  the  first  draft  of  85%  is  due,  as  follows:  (a) 
Upon  notification  by  the  importer  that  the  goods  after  arrival 
and  examination  have  been  found  satisfactory,  (b)  If  the  im- 
porter does  not  notify  the  bank  and  does  not  produce  documents 
within  50  days  after  acceptance  of  original  draft  for  85%,  the 
second  draft  for  15%  is  to  be  accepted  unconditionally  by  the 
bank,   (c)  In  case  quality  and/or  weight  of  shipment  are  not 
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satisfactory,  the  second  draft  for  15%  is  to  be  accepted  less  the 
deduction  agreed  upon  either  by  adjustment  between  importer 
and  shipper  directly  or  through  the  agent  of  the  broker,  or  in 
case  no  agreement  can  thus  be  reached,  by  Dried  Fruit  Associa- 
tion of  New  York  or  Dried  and  Canned  Fruit  Association  of 
Chicago  arbitration,  such  arbitration  award  to  be  final." 

The  successful  issue  of  the  committee's  recommendation  de- 
pended on  securing  an  agreement  to  the  new  standard  by  the 
three  groups  concerned:  the  importers,  the  brokers,  and  the 
French  shippers.  No  difficulties  were  encountered  in  securing 
the  agreement  of  the  New  York  City  importers.  The  New  York 
brokers  at  first  refused  to  agree  but  later  accepted  the  terms  on 
condition  that  all  imports  of  French  shelled  walnuts  should  be 
bought  by  importers  through  brokers;  in  no  case  direct  from  the 
shippers.  The  foreign  shippers,  however,  while  agreeing  to  the 
standards  as  to  quality,  refused  to  accept  the  letter-of-credit 
terms.  At  a  meeting  of  the  shippers  at  Bordeaux,  France,  on 
July  23,  1925,  much  opposition  was  expressed  to  the  plan,  but 
there  was  no  unanimous  agreement  among  French  shippers  in 
regard  to  agreeing  to,  or  to  rejecting,  the  terms. 

The  Dried  Fruit  Association  then  attempted  to  bring  pressure 
to  bear  upon  the  French  shippers  by  securing  the  cooperation  of 
importers  and  brokers  in  cities  other  than  New  York.  Hence 
the  appeal  in  September  to  the  H.  A.  Johnson  Company  to  join 
the  association  and  to  agree  to  the  new  standard.  The  officials 
of  the  Dried  Fruit  Association  apparently  thought  that  if  im- 
porters in  cities  other  than  New  York  did  not  agree  to  the  stand- 
ard the  plan  would  not  work,  since  walnuts  might  come  into 
New  York  through  Boston,  Chicago,  or  Philadelphia  importers 
who  were  not  members  of  the  association.  On  the  other  hand, 
if  all  importers  of  the  United  States  agreed  to  the  standard, 
the  shippers  might  be  forced  to  accept  the  terms.  At  the  same 
time,  the  association  secured  the  agreement  of  New  York  brok- 
ers not  to  deal  with  French  shippers  who  refused  to  accept  the 
standard. 

The  H.  A.  Johnson  Company  decided  to  join  the  association 
at  once  both  because  it  was  doing  business  in  New  York  and 
because  it  wished  to  keep  informed  as  to  developments  in  the 
trade.    The  company,  however,  refused  to  sign  the  standard 
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agreement.   The  refusal  to  sign  the  agreement  was  based  upon 
the  following  reasons:    (i)  Since  most  of  the  nut  importers 
were  localized  in  one  section  of  New  York  City  they  frequently 
could  get  together  formally  or  informally  and  would  thus  have 
many  advantages  over  a  Boston  importer  who  could  not  keep 
himself  so  closely  in  touch  with  New  York  market  conditions. 
Furthermore,  the  chairman  of  the  committee  on  walnuts  of  the 
D.  F.  A.  was  head  of  a  large  New  York  firm  which  was  one  of 
the  chief  competitors  of  the  H.  A.  Johnson  Company.    (2)  In 
Boston  there  were  only  a  few  brokers  handling  nuts  and  hence 
only  a  few  French  shippers  represented.    None  of  the  French 
shippers  who  had  agreed  to  the  standard  terms  were  represented 
by  Boston  brokers;  hence,  the  H.  A.  Johnson  Company  felt 
that  it  might  be  necessary  for  them  to  buy  only  through  New 
York  brokers  if  they  agreed  to  the  standard.    This  they  be- 
lieved would  be  a  competitive  disadvantage.    (3)  The  H.  A. 
Johnson  Company  had  had  satisfactory  dealings  with  some  of 
the  French  shippers  who  refused  to  accept  the  letter  of  credit 
terms  and  they  did  not  feel  justified  in  refusing  to  deal  further 
with  them.    (4)  The  principal  competitor  of  the  H.  A.  Johnson 
Company  in  Boston  refused  to  agree  to  the  standard  terms. 

In  spite  of  the  H.  A.  Johnson  Company's  refusal  to  agree  to 
the  standard  in  September,  the  Dried  Fruit  Association  con- 
tinued to  send  the  company's  officials  information  on  the  de- 
velopments and  to  urge  them  to  join.  On  October  14  it  was  re- 
ported that  14  French  firms  had  agreed  to  do  business  on  the 
new  standard.  By  December  still  other  French  shippers  had 
agreed— among  them  3  of  those  represented  by  the  Boston  brok- 
ers. Furthermore,  Boston  brokers  had  taken  on  some  French 
shippers  who  had  agreed  to  the  terms. 

Several  importers  in  Boston  had  reported  during  November 
and  December  several  arrivals  of  poor-quality  nuts.  One  of  the 
H.  A.  Johnson  Company  officials  expressed  the  opinion  that 
French  exporters  apparently  were  regarding  the  Boston  market 
as  an  inferior  one,  since  Boston  importers  were  not  agreeing  to 
the  new  standard.  He  further  pointed  out,  as  reenforcing  his 
opinion,  the  fact  that  Boston  had  for  a  long  time  been  a  noted 
market  for  inferior  "Manchurian"  walnuts  from  China. 
During  November  and  December  it  was  found  that  New  York 
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members  of  the  Dried  Fruit  Association  were  beginning  to  fea- 
ture in  their  price  lists  the  "New  D.  F.  A.  Standard  Quality." 
The  H.  A.  Johnson  Company's  salesmen  were  having  difficulty  in 
explaining  to  their  customers  why  the  H.  A.  Johnson  Company 
was  not  likewise  offering  such  standard  quality. 

In  view  of  these  conditions,  therefore,  the  officials  of  the  H.  A. 
Johnson  Company  late  in  December  again  considered  whether 
or  not  they  should  agree  to  the  new  standard.  Their  chief  Bos- 
ton competitor  still  refused  to  join  the  association  and  only  three 
of  the  six  French  concerns  represented  by  Boston  brokers  in 
September  had  agreed  to  the  new  terms.  Boston  brokers,  how- 
ever, had  taken  on  new  shippers  who  had  agreed  to  the  terms. 

On  December  21  the  H.  A.  Johnson  Company  signed  the  new 
standard,  whereby  the  company  agreed  to  open  letters  of  credit 
payable  in  two  drafts.  This  meant  that  the  company  would  not 
henceforth  deal  with  French  shippers  who  refused  to  accept  the 
new  standard. 


17.  Vanton  Confectionery  Company 

contract  terms  as  affecting  payment  under  a  letter 

of  credit 

The  Vanton  Confectionery  Company,  located  in  Savannah, 
used  large  quantities  of  white  sugar.  During  the  first  months 
of  1920  there  was  doubt  in  the  United  States  whether  or  not 
available  supplies  would  be  sufficient  for  the  year.  There  were 
continued  predictions  of  the  failure  of  the  Cuban  sugar  crop  and 
Cuba  was  making  large  future  sales  to  Europe.  Moreover,  there 
was  uncertainty  as  to  the  continuance  of  government  control  of 
sugar,  which  had  begun  in  19 18.  As  a  result  of  these  considera- 
tions, the  demand  for  sugar  was  keen.  Refiners  and  manufac- 
turers were  buying  for  immediate  requirements  and  for  future 
delivery. 

In  May,  1920,  the  Vanton  Confectionery  Company  contracted 
to  buy  from  the  Andersen  Company,  of  New  York  City,  75  tons 
of  white  sugar.  The  Andersen  Company  was  a  New  York  im- 
porting firm  which  bought  sugar  principally  from  Java  and  resold 
it  to  refiners  and  manufacturers  in  the  United  States.  The  con- 
tract of  sale  is  given  on  the  following  page. 


IMPORT  PURCHASING 


New  York,  N.  Y. 
May  8,  1920 

Sold  to:  The  Vanton  Confectionery  Company,  Savannah,  Georgia, 
75  (seventy-five)  tons  of  2,240  lbs.  White  Java  Sugar,  quality  equal  or 
superior  to  Dutch  Standard  No.  25,  packed  in  bags  of  about  224  pounds 
eacn. 

At  twenty-two  and  three-quarters  cents  (22V4  cents),  duty  paid,  ex-ship 
i\ew  xorK,  nei  lanaea  weignis. 

Shipment  to  be  made  July-August  by  steamer  to  New  York. 

Payment.  Buyer  Jo  open  immediately  irrevocable  bank  credit  for  ap- 
proximate value  in  favor  of  Andersen  Company,  payable  against  ship- 
ping documents. 

It  is  understood  that  force  majeure  conditions  are  to  apply  to  this  con- 
tract. No  arrival  no  sale. 

Accepted:  Andersen  Company 

By 

J.  E.  Brown 

Accepted:  The  Vanton  Confectionery  Company 

By 

.  M.  White 
President 

After  both  parties  had  signed  this  contract,  the  Vanton  Con- 
fectionery Company  requested  its  bank  in  Savannah  to  open  a 
letter  of  credit  in  favor  of  the  Andersen  Company.  The  fol- 
lowing correspondence  ensued: 

(From  the  Bank  of  Savannah  to  the  Asiatic  Bank  of  New 
York.) 

Savannah,  Georgia 
May  11,  1920 

The  Asiatic  Bank, 
New  York,  N.  Y. 

Gentlemen: 

Please  open  a  confirmed  documentary  credit  on  New  York,  N.  Y., 
for  account  of  the  Vanton  Confectionery  Company,  not  to  exceed  the 
sum  of  Thirty-eight  Thousand  Dollars  ($38,000.) 1  in  favor  of  Ander- 
sen Company,  available  by  drafts  drawn  at  sight,  covering  shipments 
of  75  tons  (of  2,240  lbs.)  White  Java  Sugar  at  22V4  cents  a  pound, 
duty  paid,  shipment  to  be  made  during  July  and  August  to  ex-ship 
New  York,  against  delivery  of  the  following  documents— regular  ship- 
ping documents.  Credit  to  be  made  available  until  October  31,  1920. 


lThe  usual  practice  in  a  transaction  of  this  kind  is  to  open  a  credit  in  round 
Dumocrs  to  tne  nearest  tnousanu. 
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Kindly  notify  Andersen  Company  that  this  credit  has  been  opened  and 
also  kindly  advise  us  that  you  have  complied  with  our  request. 

Thanking  you  in  anticipation,  we  are 

Very  truly  yours, 

J.  S.  Ash 
Assistant  Cashier 

(From  the  Asiatic  Bank  of  New  York  to  the  Andersen  Com- 
pany.) 

New  York,  N.  Y. 
May  12,  1920 

Andersen  Company, 
New  York,  N.  Y. 

Gentlemen: 

Confirming  our  telephone  conversation  of  even  date  would  say  that 
the  Bank  of  Savannah,  Savannah,  Georgia,  has  opened  confirmed  docu- 
mentary credit  in  your  favor  for  $38,000  for  account  of  the  Vanton 
Confectionery  Company,  available  by  drafts  at  sight  covering  shipments 
of  75  tons,  2,240  lbs.  each,  White  Java  Sugar,  shipment  to  be  made  dur- 
ing July  and  August  to  ex-ship  New  York.  Documents  required: 

Regular  shipping  documents,  credit  to  be 
available  until  October  31. 

We  would  call  your  attention  to  the  fact  that  sight  drafts  ought  to  In- 
drawn upon  the  Bank  of  Savannah,  Savannah,  Georgia,  and  are  to  state 
specifically  that  they  are  drawn  under  the  Bank  of  Savannah's  letter  of 
credit  dated  May  11. 

We  shall  be  pleased  to  negotiate  drafts  when  so  drawn. 

Yours  very  truly, 

A.  B.  Budd 
Assistant  Cashier 

(From  the  Asiatic  Bank  of  New  York  to  the  Bank  of  Sa- 
vannah.) 

^Je^wr  ^  oris.,  . 

Bank  of  Savannah, 
Savannah,  Georgia 

Gentlemen: 

Your  letter  dated  May  11  received  re:  Commercial  Letter  of  Credit 
for  $38,000  in  favor  of  Andersen  Company,  and  have  carefully  noted 
contents. 

For  your  information  would  say  that  we  have  notified  Andersen 
Company  of  the  opening  of  this  credit  and  also  the  terms  of  the 

Yours  very  truly, 

A.  B.  Budd 
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With  the  approach  of  the  summer  of  1920,  it  became  ap- 
parent that  supplies  of  sugar  in  the  United  States  were  going 
to  be  more  plentiful  than  had  been  supposed.  The  efforts  to 
tap  every  source  of  supply  resulted  in  sugar  imports  that  ex- 
ceeded the  demand.  The  result  of  this  influx  was  a  break  in 
prices,  and  during  July  and  August,  1920,  there  was  a  marked 
drop  in  the  market  price  of  sugar  to  approximately  9  cents. 
Most  contracts  for  sale  made  during  the  early  months  of  the 
year  had  called  for  prices  ranging  between  22  and  23  cents  a 
pound.  This  difference  caused  a  widespread  effort  by  pur- 
chasers to  avoid  meeting  their  contracts.  Throughout  the 
United  States  came  reports  of  cancelations  and  repudiations  on 
the  part  of  buyers. 

As  a  regular  importer  of  sugar,  the  Andersen  Company  had 
contracted  for  numerous  shipments  from  Java  and  other  sources 
and  these  shipments  were  arriving  every  month.   In  September, 
the  Andersen  Company  notified  the  Vanton  Confectionery  Com- 
pany that  the  75  tons  of  sugar  provided  for  by  the  contract  of 
May  8  had  been  shipped  from  Java  by  the  S.S.  Atreus  and 
would  be  delivered  on  the  arrival  of  that  steamer  in  New  York 
sometime  in  October.  The  Andersen  Company  later  found  that,' 
in  all  probability,  the  S.S.  Atreus  would  not  arrive  in  New  York 
untO  early  in  November.   The  Atreus  was  a  slow  boat  and  had 
been  held  up  by  stormy  weather.    The  contract  between  the 
Andersen  Company  and  the  Vanton  Confectionery  Company  did 
not  call  for  delivery  in  New  York  at  a  specified  time  but  merely 
stipulated  shipment  between  July  and  August.    The  Andersen 
Company,  therefore,  considered  asking  the  Vanton  Confection- 
ery Company  to  extend  from  October  31  the  expiry  date  of  the 
letter  of  credit.   With  the  widespread  epidemic  of  cancelations, 
however,  the  Andersen  Company  believed  that  the  Vanton  Con- 
fectionery Company  might  not  wish  to  arrange  such  an  exten- 
sion and  that  difficulties  might  follow  such  a  request.   The  An- 
dersen Company,  accordingly,  purchased  in  the  New  York  mar- 
ket 75  tons  of  sugar,  of  the  grade  and  quality  specified  in  the 
contract,  which  actually  had  been  shipped  from  Java  within  the 
period  specified  in  the  contract.    This  transaction  was,  there- 
fore, within  the  terms  of  the  contract  of  May  8.   The  Andersen 
Company  shipped  the  sugar  by  rail  to  Savannah  and  secured 
the  railroad  bill  of  lading  which  accompanied  the  shipment. 
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This  final  transaction  occurred  during  the  last  week  in  October, 
and  on  October  30,  which  was  the  final  day  of  the  letter  of 
credit,  since  October  31  fell  on  Sunday,  the  Andersen  Company 
went  to  the  Asiatic  Bank  with  the  railroad  bill  of  lading  for  the 
shipment  of  the  75  tons  of  sugar  and  with  sight  drafts  drawn 
on  the  Bank  of  Savannah.  In  a  transaction  of  this  kind  covered 
by  a  sales  contract  specifying  shipment  from  Java  and  figuring 
the  purchase  price  "ex-ship"  (see  contract  above)  it  was  un- 
usual to  expect  payment  on  presentation  of  a  railroad  bill  of 
lading.  Ordinarily,  under  such  a  contract,  the  documents  ex- 
pected would  be  an  ocean  bill  of  lading  and  marine  insurance 
certificate.  In  order  to  insure  its  position,  therefore,  the  Asiatic 
Bank  insisted  on  a  statement  from  the  Andersen  Company  to 
the  effect  that  the  sugar  had  been  shipped  from  Java  in  accord- 
ance with  the  terms  of  the  contract.  This  statement  was  forth- 
coming and  the  Asiatic  Bank  honored  the  draft  and  debited  the 
account  of  the  Bank  of  Savannah. 

Although  willing  to  meet  its  obligations,  the  Vanton  Confec- 
uonery  company  was  reaay  10  taKe  advantage  01  any  lecnmcai 
objection  in  order  to  avoid  fulfilling  its  contract.  The  company, 
therefore,  refused  to  take  delivery  of  the  sugar  and  notified  the 
Andersen  Company  to  that  effect.  Subsequently,  however,  the 
Vanton  Confectionery  Company  took  delivery  of  the  sugar  in 
order  to  prevent  spoilage  and  sold  the  sugar  at  the  current  mar- 
ket price.  The  company  credited  the  proceeds  of  its  claim 
against  the  banks  and  the  Andersen  Company. 

The  terms  of  the  original  contract  fixed  the  price  ex-ship  New 
York  and  also  included  the  clause  "no  arrival — no  sale."  The 
Vanton  Confectionery  Company  was  of  the  opinion  that  the  An- 
dersen Company  could  have  avoided  the  contract  by  establish- 
ing the  non-arrival  of  sugar  purchased  for  application  on  the 
contract,  and  need  not  have  purchased  sugar  in  the  open  market 
to  make  good  the  delivery.  It  was  a  question  whether  or  not 
such  delivery  constituted  "delivery  ex-ship."  The  Vanton  Con- 
fectionery Company  examined  the  correspondence  between  the 
two  banks  and  concluded  that  neither  bank  had  opened  a  letter 
of  credit.  The  Bank  of  Savannah  had  asked  the  Asiatic  Bank 
of  New  York  to  open  a  credit  and  the  latter  bank  had  written 
to  the  Andersen  Company  that  the  Bank  of  Savannah  had 
opened  a  credit, 
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In  response  to  a  request  from  the  Vanton  Confectionery  Com- 
pany, the  Bank  of  Savannah  honored  the  debit  of  the  Asiatic 
Bank  of  New  York  but  challenged  the  right  of  that  bank  to  pay 
$38,000  on  the  drafts  drawn  by  the  Andersen  Company.  The 
Bank  of  Savannah  brought  an  action  at  law  against  the  Asiatic 
Bank  of  New  York  for  the  wrongful  payment  of  the  amount. 
The  basis  of  the  action  was  that  the  sugar  had  not  been  deliv- 
ered in  accordance  with  the  terms  of  the  contract  and  that  the 
communication  from  the  Bank  of  Savannah  was  not  sufficient 
to  open  a  letter  of  credit.  Questions  and  answers  were  filed  by 
both  parties  to  the  action,  and  efforts  were  made  by  attorneys 
on  both  sides  to  adjust  the  matter  without  a  trial.  At  the  end 
of  two  years  the  case  was  still  pending. 

In  1924  it  was  probable  that  the  action  would  be  withdrawn. 
The  Bank  of  Savannah  believed  that  the  action  was  well 
grounded  technically,  but  the  bank  realized  the  importance  at- 
tached by  the  commercial  world  to  any  communications  between 
banks,  and  was  ready  to  believe  that  performance  promised  in 
such  communications  should  be  guaranteed  even  in  the  face  of 
objections  technically  sound.  On  this  settlement,  the  actual 
loser  financially  would  be  the  Vanton  Confectionery  Company, 
which  would  pay  the  contract  price  for  sugar  which  it  had  resold 
at  a  much  lower  figure. 
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FINANCING  IMPORT  TRANSACTIONS 

A.  METHODS  OF  PAYMENT 
i.  Keezel  Spice  Company. 

METHOD  OF  PAYMENT  FOR  IMPORT  FROM  THE  FAR  EAST 

The  Keezel  Spice  Company,  an  established  importer  and  dis- 
tributor of  spices,  purchased  its  raw  material  either  directly  from 
producers  or  through  producers'  agents  or  brokers  in  New  York. 
In  March,  1924,  the  company  was  offered  through  the  Summer 
Company,  agent  in  the  United  States  for  a  Batavian  producer, 
600  bales  of  Number  1  Batavian  cassia  at  a  satisfactory  price. 
The  cassia  was  to  be  shipped  from  Batavia,  in  May,  June,  or  July. 
The  price  quoted  was  slightly  in  excess  of  $100  a  bale,  which  was 
lower  than  that  of  competitors.  The  terms  desired  were  a  four 
months'  letter  of  credit  in  dollar  exchange.  It  ordinarily  required 
from  70  to  80  days  for  merchandise  to  arrive  from  Batavia.  As 
was  customary  in  the  trade,  it  was  necessary  for  the  president  of 
the  Keezel  Spice  Company  to  accept  this  offer  within  24  hours, 
or  the  Summer  Company  would  be  at  liberty  to  make  the  same 
offer  to  another  company.  During  the  10  years  in  which  the 
Keezel  Spice  Company  had  purchased  supplies  from  this  pro- 
ducer he  never  had  failed  to  abide  by  his  contracts. 
;  There  were  three  methods  which  the  company  would  consider 
in  paying  for  its  imported  merchandise.  The  first  was  cash 
against  documents;  the  second  was  payment  after  the  merchandise 
was  inspected  in  the  American  port  by  the  Bureau  of  Chemistry 
of  the  United  States  Government;  and  the  third  was  by  a  letter 
of  credit,  the  method  offered  by  the  Summer  Company. 

The  Keezel  Spice  Company  preferred  cash  against  documents  if 
the  payment  was  $2,000  or  less,  because  it  was  the  cheapest 
method  of  payment.  A  letter  of  credit  cost  the  company  from 
Y%  to  y2  of  1%,  the  rate  varying  with  the  country  of  payment 
and  the  duration  of  the  letter.  If  the  company  paid  for  its  pur- 
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chases  by  cash  against  documents,  it  not  only  saved  the  charges 
of  the  letter  of  credit  and  the  cost  of  cabling  the  credit,  but  it  also 
secured  its  products  at  a  lower  cost,  for  the  seller  could  afford 
to  sell  cheaper  if  he  received  payment  promptly  or  could  discount 
sight  drafts.  The  company  had  paid  cash  against  documents  for 
purchases  of  more  than  $2,000  when  requested  by  a  responsible 
seller.  Since  the  chief  disadvantage  of  this  method  was  the  risk 
that  quality  would  not  be  up  to  specifications,  $2,000  had  been 
established  as  an  arbitrary  limit  to  the  amount  which  the  company 
would  risk  on  cash  transactions. 

There  were  three  disadvantages  to  the  use  of  cash  against 
documents.  A  dishonest  shipper  could  pack  any  grade  of  the 
product  ordered  and  claim  that  it  was  the  merchandise  ordered. 
After  the  purchaser  had  paid  for  it,  he  had  no  recourse. 

Documents  often  were  sent  by  a  mail  steamer  rather  than  by 
the  freight  steamer  which  carried  the  merchandise.  The  docu- 
ments arrived,  therefore,  in  the  United  States  from  a  month  to 
six  weeks  before  the  merchandise  and  were  presented  for  pay- 
ment. This  circumstance  was  not  important  for  purchases  made 
in  Europe,  for  it  frequently  happened  that  the  merchandise  ar- 
rived in  the  United  States  before  the  documents.  This  difference 
was  caused  by  the  more  frequent  services  and  the  direct  routes 
of  the  vessels  from  Europe  together  with  their  greater  speed. 

Another  disadvantage  to  paying  cash  against  documents  for 
purchases  in  Asia  had  developed  from  the  necessity  of  reloading 
the  merchandise.  Merchandise  purchased  in  Celebes,  for  in- 
stance, was  shipped  to  Batavia  upon  a  slow  local  vessel  and  from 
there  reshipped  to  the  United  States  whenever  an  ocean-going 
steamer  in  port  could  carry  the  extra  cargo.  Because  of  the 
slowness  with  which  the  local  vessel  proceeded  from  port  to  port, 
and  because  of  the  indefiniteness  with  which  connections  could 
be  made  at  Batavia,  a  month  might  elapse  after  the  purchase 
was  made  before  the  merchandise  was  shipped  from  Batavia. 
The  shipper  in  Celebes  received  documents  from  the  agents  of  the 
local  shipping  company,  attached  a  draft  to  them,  and  sent  them 
at  once  to  the  United  States.  On  one  occasion,  the  company  made 
a  payment  in  the  United  States  for  merchandise  which  had  not 
yet  been  loaded  in  the  vessel  at  Batavia.  Although  the  company 
thereafter  demanded  from  the  shipper  that  no  documents  should 
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be  dispatched  until  the  merchandise  had  been  loaded  at  Batavia, 
it  had  no  means  of  enforcing  the  demand. 

When  the  company  had  paid  for  its  merchandise  before  it  had 
been  shipped,  it  had  been  customary  to  institute  a  claim  against 
the  shipper  in  the  foreign  country  for  y2  of  1  %  of  the  cost  of 
the  merchandise  for  each  month  that  payment  had  been  made 
in  advance.  Although  the  Keezel  Spice  Company  ordinarily  ob- 
tained the  refund  when  the  shipper  was  responsible,  the  pro- 
cedure was  costly  and  inconvenient.  If  the  company  doubted 
the  validity  of  the  documents  presented  to  it,  it  was  impracticable 
to  reject  them  temporarily,  for  the  bank  which  presented  them 
would  return  them  at  once  to  the  seller.  If,  then,  the  merchan- 
dise arrived  in  the  United  States  prior  to  the  return  of  the  docu- 
ments by  the  seller,  the  merchandise  would  be  placed  by  the 
United  States  Government  in  the  General  Orders  Store. 

The  second  method  of  payment,  that  of  cash  after  inspection 
by  the  American  Government,  was  used  infrequently  by  the 
company.  Inspection  by  the  Bureau  of  Chemistry  for  spices 
entering  America  was  required  by  the  Pure  Food  Laws.  This 
method  of  payment  was  used  especially  in  the  purchase  of  mus- 
tard seed  from  China  and  anise  seed  from  France,  the  quality 
of  which  varied  so  greatly  that  the  company  would  not  make 
arrangements  for  payment  until  the  merchandise  had  been  admit- 
ted by  the  government.  The  Batavian  cassia  was  comparatively 
uniform.  The  company  also  used  the  method  of  payment  after 
inspection  when  it  purchased  from  a  strange  or  unreliable  com- 
pany so  that  it  would  not  have  to  secure  a  rebate  if  the  merchan- 
dise delivered  did  not  meet  the  requirements  specified  in  the  con- 
tract. The  policy  of  the  company,  however,  was  to  purchase 
only  under  unusual  circumstances  from  companies  which  it  could 
not  trust  or  did  not  know. 

The  third  method  of  payment,  that  by  a  letter  of  credit,  was 
the  method  generally  used  by  the  company  and  the  one  which  it 
desired  to  standardize  for  large  purchases.  It  was  the  opinion  of 
the  company,  however,  that  the  letter  of  credit  should  be  used 
only  when  the  reliability  of  the  shipper  was  known,  because  the 
purchaser  had  to  depend  on  the  shipper's  word  for  the  quality 
of  merchandise.  The  banks  in  the  country  of  the  producer 
checked  the  quantity  called  for  by  the  letter  of  credit  with  that 
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signified  in  the  shipping  documents,  but  not  the  quality  called 
for  in  the  order. 

If  the  Keezel  Spice  Company  should  decide  to  pay  by  a  four 
months'  letter  of  credit,  its  bank  would  charge  for  its  services 
y2  of  i%.  The  expiration  date  signified  the  last  day  on  which 
the  shipper  could  draw  a  draft  against  the  letter  of  credit.  After 
that  date,  a  new  letter  became  necessary.  The  Keezel  Spice 
Company  ordinarily  gave  the  shipper  one  month  longer  in  which 
to  draw  his  draft  than  the  period  specified  in  the  contract  for 
the  shipment  of  merchandise  in  order  to  allow  for  unforeseen 
circumstances.  After  the  merchandise  had  been  loaded,  the  ship- 
per took  the  bill  of  lading,  the  consular  invoice,  and  the  insurance 
papers  to  his  bank,  which  would  accept  a  draft  drawn  by  the 
shipper  to  cover  the  cost  of  the  merchandise  plus  the  full  amount 
of  the  freight  and  insurance,  and  interest  to  cover  the  period 
between  the  sending  of  the  draft  and  the  receipt  of  the  money. 
The  bank  sent  the  papers  to  its  correspondent  in  the  United 
States.  Under  the  letter  of  credit,  the  importer  agreed  with  his 
bank  that  the  funds  received  from  the  sale  of  the  product  would 
be  used  to  meet  the  draft  when  it  became  due.  The  four  months' 
draft  desired  by  the  producer  would  enable  the  Keezel  Spice 
Company  to  receive  the  merchandise,  to  dispose  of  it  to  its  cus- 
tomers, and  so  to  meet  the  draft  when  due. 

Although  previous  to  the  World  War  the  Keezel  Spice  Com- 
pany had  purchased  its  credit  in  pounds  sterling,  during  and 
after  the  World  War  it  used  dollar  exchange.  The  change  had 
been  made  because  sellers  preferred  dollars  to  the  less  stable 
sterling,  and  the  Keezel  Spice  Company  preferred  it  because  it 
entailed  no  speculation  in  exchange. 

Whenever  the  Keezel  Spice  Company  had  not  been  satisfied 
with  terms  offered,  it  had  cabled  a  counter-offer,  adding  or  sub- 
tracting, according  as  the  terms  were  lengthened  or  shortened, 
y2  of  i  %  of  the  amount  involved  for  each  month  by  which  the 
offer  was  changed.  That  is,  if  it  had  sufficient  funds  to  meet 
the  payment  of  the  draft  in  90  days  and  the  seller  had  asked  for 
4  months,  it  would  cable  the  producer  an  offer  amounting  to  a 
reduction  of  ]/2  of  1  %  of  the  cost  of  the  merchandise. 

If  the  payment  to  the  Batavian  producer  should  be  made  by 
a  letter  of  credit,  the  expense  of  cabling  such  credit  would  be  $20. 
In  this  case,  however,  credit  could  be  taken  out  in  favor  of  Sum- 
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mer  Company,  which  would  assume  the  expense  for  the  transmis- 
sion of  the  funds  to  the  producer.  Because  of  the  advantages  of 
the  letter  of  credit  and  because  the  company  desired  to  adopt 
this  method  as  standard,  the  executives  decided  to  accept  the 
terms  proposed  for  the  purchase  of  the  Batavia  cassia. 


2.  Towneur  Wool  Company 

SELECTING  THE  METHOD  OF  FINANCING  IMPORTS 

FROM  AUSTRALIA 

The  Towneur  Wool  Company,  established  in  1908,  sold  an- 
nually from  8,000,000  to  10,000,000  pounds  of  wool,  of  which 
about  15%  was  imported  from  Australia.  The  company  had  at 
all  times,  as  was  customary  in  the  trade,  financed  its  wool  pur- 
chases by  buying  from  an  American  bank  confirmpdr  irrevocable, 
j&jjg,  sterlin^Jetter^£crMLffl  favor  of  the  Australian  ship- 
per.  In  order  that  the  Australian  shipper  might  secure  the  full 
amount  of  the  purchase  price  agreed  upon,  the  Towneur  Wool 
Company  allowed  the  shipper  to  draw  a  draft  for  an  amount 
equal  to  the  cost  of  the  wool  purchased  plus  the  amount  charged 
the  shipper  by  the  Australian  bank  for  discounting  the  draft. 
After  the  wool  buying  season  opened  on  September  15,  1923,  the 
Towneur  Wool  Company,  as  was  its  custom,  purchased  a  90-day 
sterling  letter  of  credit  for  f  10,000  against  which  drafts  were 
drawn  by  the  shipper  as  the  wool  was  purchased  at  the  auctions 
and  shipped. 

On  March  22, 1924,  the  company  again  entered  the  market  for 
the  purchase  of  additional  wool  to  the  value  of  about  £25,000. 
The  discount  rates  upon  90-day  drafts  in  Australia  had  risen 
from  2%%,  or  iil/2%  per  annum,  in  September,  1923,  to  3$^%, 
or  14^%  per  annum^  in  March,  1924.  This  increased  the  cost  of 
financing  the  imports.  The  company,  therefore,  investigated  the 
possibility  of  finding  a  cheap  method  of  financing. 

Table  1  shows  the  discount  rates  of  drafts  in  Australia  for 
periods  indicated. 

In  purchasing  a  confirmed  irrevocable  letter  of  credit,  the 
Towneur  Wool  Company  agreed  not  to  revoke  the  credit  under 
any  condition.  The  American  bank  agreed  that  its  London  cor- 
respondent would  notify  the  Australian  wool  shipper  confirming 
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Value  in  Australia  of  £ioo  Draft  on  London 


September  15, 
1921 

September  15, 
1922 

September  15, 
1923 

March  22, 
1924 

Demand  draft 
30-day  draft 
60-day  draft 
90-day  draft 

£100^ 
99% 
99H 
98^ 

£99^ 
98^ 
98 

973^ 

£98^8 
98 

97^ 
97  X 

£97^ 
97  H 
9*>% 
9&A 

the  opening  of  the  credit  in  his  favor  in  America.  Under  the 
agreement  between  the  Towneur  Wool  Company  and  its  bank, 
the  wool  was  consigned  to  the  bank.  The  bank,  upon  receipt  of 
the  shipping  documents,  delivered  them  to  the  importer  in  ex- 
change for  a  "trust  receipt."  This  provided  that  the  funds  re- 
ceived from  the  sale  of  the  wool  would  be  applied  immediately  by 
the  Towneur  Wool  Company  toward  the  liquidation  of  its  debt 
to  the  bank  incurred  by  the  drafts  drawn  under  the  letter  of 

The  use  of  sterling  credit  in  Australia  had  become  established 
largely  through  the  refusal  of  the  six  large  Australian  banks1  to 
carry  balances  for  American  banks  because  of  their  desire  to  elim- 
inate competition.  This  made  it  difficult  to  use  dollar  credits 
or  to  transact  business  directly  with  Australia  without  a  London 
bank  as  an  intermediary. 

Although  the  discount  on  drafts  drawn  under  30-  and  60-day 
letters  of  credit  was  less  than  that  upon  drafts  drawn  under  a 
90-day  credit,  the  company  preferred  to  be  financed  for  the  cus- 
tomary 90  days.  The  wool  was  sold  customarily  either  before 
its  arrival  in  the  United  States  or  within  30  days  thereafter.  Pay- 
ment ordinarily  was  received  by  the  United  States  wool  merchants 
within  10  days  after  the  delivery  of  the  wool.  Since  it  required 
from  45  to  60  days  for  Australian  wool  to  arrive  in  the  United 
States,  a  credit  shorter  than  90  days  would  not  permit  the  com- 
pany to  receive  the  funds  from  the  sale  of  the  wool  with  which 
to  meet  the  draft.  Under  a  90-day  draft  the  company  was 
financed  for  4  months,  since  the  draft  did  not  become  due  until 
90  days  after  its  acceptance  in  London,  which  was  customarily 

1  Union  Bank  of  Australia;  Commercial  Banking  Company  of  Sidney;  Bank 
of  New  South  Wales;  Bank  of  Australasia;  Bank  of  New  Zealand;  English- 
Scottish  &  Australian  Banking  Company,  Limited. 
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a  month  after  the  date  of  sale  in  Australia.  The  delay  was  caused 
by  the  time  necessary  for  the  assembling  and  loading  of  the  wool 
and  for  the  mail  to  reach  England. 

The  company  was  informed  by  its  banker  that  there  were 
three  possible  methods,  in  addition  to  the  usual  90-day  letter  of 
credit,  which  might  be  used  for  financing  its  wool  purchases. 

Cash  deposit  in  London,  One  method  was  to  deposit  funds  in 
London  against  which  sight  bills  would  be  drawn  by  the  Austra- 
lian shipper  and  sold  in  Australia  at  the  time  of  shipment.  The 
Australian  shipper  would  receive  payment  upon  presentation  of 
draft  and  documents  to  his  banker.  In  order  to  pay  for  the  wool 
by  sight-draft  payment,  the  London  banks  required  that  the  funds 
for  meeting  the  draft  be  deposited  in  London  at  the  time  the 
wool  was  purchased.  Interest  at  the  rate  of  2  %  per  annum  was 
paid  upon  these  funds  by  the  bank  during  the  time,  ordinarily 
one  month,  that  they  were  in  the  bank. 

Cash  payment  in  Australia.  A  second  method  of  financing  was 
for  the  buyer  to  cause  the  transfer  of  funds  by  cable  to  Australia  jA 
at  the  time  that  the  wool  was  purchased.    It  was  necessary  to 
cable  the  funds  to  the  London  bank  which  in  turn  recabled  them 
to  Australia.   The  Australian  bank  was  instructed  in  the  cable 
to  pay  the  funds  to  the  wool  shipper  upon  the  presentation  by 
him  of  the  shipping  documents.   It  was  not  necessary  for  the 
wool  shipper  to  draw  a  draft  against  the  American  importer.  In 
making  its  charges,  the  bank  treated  this  method  as  if  it  were  (JP^ 
documentary  payment,  the  commission  on  which  was  less  than  " 
on  a  letter  of  credit. 

There  were  two  considerations  which  the  company  had  to  take 
into  account  under  either  a  cable  transfer  of  funds  to  Australia  y 
or  cash  deposit  in  London.  The  Towneur  Wool  Company  did  not  ^ 
have  so  strong  an  opportunity  for  legal  recourse  against  the  banks 
in  case  of  error  upon  the  banks'  part  as  it  had  when  the  banks 
were  instructed  under  the  established  method  of  financing  by 
means  of  a  letter  of  credit.  In  other  words,  the  company  was 
more  dependent  upon  the  integrity  of  the  Australian  bank.  Be- 
cause of  the  association  of  the  Australian  banks  with  the  London 
banks,  the  Towneur  Wool  Company  believed  them  to  be  of  high 
standing.  The  service  which  they  had  given  in  the  past  had 


38o 


IMPORT  PURCHASING 


been  satisfactory.  Since  both  these  methods  required  that  funds 
be  advanced  at  the  time  the  wool  was  purchased,  the  true  cost 
could  not  be  determined  unless  interest  at  the  rate  of  6%  were 
charged  upon  the  funds  advanced  in  addition  to  the  bank  charges. 

Importer's  acceptance  credit  The  third  method  suggested  by 
the  banker  was  a  letter  of  credit  under  which  a  draft  would  be 
drawn  by  the  shipper  in  Australia,  payable  upon  sight  in  London. 
Funds  for  the  payment  of  this  draft,  however,  were  to  be  secured 
by  the  importer  by  refinancing  in  the  United  States  through  the 
sale  of  a  90-day  bankers'  acceptance.  That  is,  the  American 
importer  would  obtain  the  funds  necessary  to  pay  the  sight  draft 
due  in  London  by  drawing  a  90-day  draft  upon  his  American 
bank.  The  bank  would  accept  this  draft  which  then  could  be 
sold  in  the  open  market  at  the  prevailing  rate  for  bankers'  accept- 
ances and  the  proceeds  used  to  meet  the  payment  of  the  Aus- 
tralian draft  in  London.  Since  it  takes  the  draft  30  days  to  reach 
London  from  Australia,  it  would  be  necessary  in  this  method  for 
the  bank  to  purchase  30-day  sterling  in  placing  funds  in  London. 

At  the  time  the  method  of  financing  was  under  consideration 
in  March,  1924,  banker's  commission  upon  a  90-day  sterling  let- 
ter of  credit  was  %  of  1%,  and  upon  a  30-day  letter  of  credit, 
J/s  of  1%.  Upon  documentary  payments  a  commission  of  1/16 
of  1%  was  charged.  The  discount  upon  a  90-day  banker's 
acceptance  in  the  United  States  was  4%  and  the  con  imission 
charged  by  the  American  bank  yA  of  1%.  The  company  could 
purchase  sterling  in  late  March,  1924,  at  $4.29.  The  premium  at 
which  cable  transfers  to  Australia  were  sold  in  London  was 
There  was  also  a  premium  on  future  exchange  in  sterling  that  was 
charged  to  the  customer  by  the  bank.  The  future  premium2  on 
120-day  sterling  to  the  amount  of  £25,000  was  $625  in  March; 
on  30-day  sterling  of  the  same  amount,  $125. 

The  cost  of  financing  by  means  of  a  £10,000  letter  of  credit 
which  the  company  had  secured  in  September,  1923,  when  sterling 
was  quoted  at  $4.37,  was  calculated  as  on  the  following  page. 

*The  future  premium  represented  the  amount  the  bank  must  pay,  in  excess  of 
the  exchange  value  of  sterling,  for  future  sterling,  the  premium  varying  in  relation 
to  difference  in  interest  rates  between  New  York  and  London,  and  also  as  the  supply 
and  demand  for  future  exchange  varied.  Usually  in  the  past  there  had  been  a 
discount  on  future  sterling  rather  than  a  premium.  At  times  there  might  be 
neither  a  premium  nor  discount. 
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Table  2 

Cost  of  £10,000  90-DAY  Letter  of  Credit 

Cash  for  £10,000  at  $4*37  $43>700'00 

Future  premium    300.00 

Australian  discount  at  2%%   1,256.37 

Banker's  commission  for  letter  of  credit  at  }i  of  1% . . .  163.87 
Total  cost  $45  >4^  0.2  4 

The  cost  of  financing  imports  of  wool  by  means  of  a  £10,000 
cash  deposit  in  London  against  which  sight  bills  were  sold  in 
Australia  would  have  been  as  follows  in  September,  1923: 

Table  3 

Cost  of  £10,000  Cash  Deposit  in  London 

Cash  for  £10,000  at  $4.37  $43,700.00 

Discount  on  Australian  sight  bill,  iH%   710.12 

Banker's  commission,  1  /i6%  for  documentary  payment  27.75 

Total  cost  of  draft  $44,437.87 

Credit  interest  on  London  deposit,  2%  30  days   51.25 

$44,386.62 

Four  months'  carrying  charge  at  6%   887.72 

Total  net  cost  $45,274.34 


By  means  of  cash  payments  in  Australia,  the  cost  to  the  im- 
porter would  have  been  as  indicated  in  Table  4. 

Table  4 

 Cost  of  £10,000  Cash  in  Australia 

Cash  for  £10,000  cable  transfer  at  $4.37  $43,700.00 

Australian  premium,  1%%   546.25 

Cost  of  funds  placed  in  Australia  $44,246.25 

Banker's  commission,  1/16%  for  documentary  payment  27.65 
Four  months'  carrying  charge,  6%    884.92 

Total  cost  $45,158.82 

Had  the  importation  in  September  been  financed  by  means  of 
the  acceptance,  the  cost  to  the  importer  would  have  been  $45,- 
M9.75. 

Which  of  the  four  methods  of  payment  should  the  Towneur 
Wool  Company  have  adopted  in  March,  1924? 
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3.  Merritt  Leather  Company 

REFUSAL  TO  TAKE  ADVANTAGE  OF  LOW  RATES  UPON  BANKERS* 
ACCEPTANCES  IN  THE  UNITED  STATES 

The  Merritt  Leather  Company,  of  New  York,  with  annual  sales 
of  from  $30,000,000  to  $40,000,000,  were  tanners  of  hides  and 
sheepskins  purchased  both  in  the  United  States  and  in  foreign 
countries.  Sheepskins  valued  between  $1,000,000  and  $2,000,000 
annually  were  imported  from  New  Zealand  where  they  were  pur- 
chased by  an  American  representative  of  the  company.  In 
October,  1924,  the  company's  representative  was  arranging  to 
return  to  New  Zealand  for  the  buying  season  which  continued 
through  November,  December,  and  January.  The  low  rate  on 
bankers'  acceptances  in  the  United  States  led  the  executives  of 
the  company  to  consider  a  change  in  the  method  of  financing  its 
purchases  during  the  ensuing  season. 

The  Merritt  Leather  Company  had  imported  sheepskins  under 
a  60-day  sterling  letter  of  credit  in  favor  of  the  New  Zealand 
shipper.  The  amount  of  the  draft  drawn  by  the  shipper  included, 
in  addition  to  the  cost  of  the  sheepskins,  the  discount  which  the 
banks  in  New  Zealand  charged  for  purchasing  the  draft  at  the 
time  it  was  drawn.  This  draft  with  the  shipping  documents  was 
sent  to  London,  where  it  was  accepted  by  the  London  correspond- 
ent of  the  New  York  bank  through  which  the  Merritt  Leather 
Company  had  purchased  the  letter  of  credit.  Because  of  the 
time  required  for  assembling,  packing,  and  loading  the  sheepskins 
and  the  time  necessary  for  the  papers  to  reach  London  from  New 
Zealand,  the  papers  ordinarily  arrived  in  London  from  30  to  40 
days  after  the  purchase  of  the  sheepskins  in  New  Zealand.  As 
the  draft  became  due  60  days  after  its  acceptance  in  London, 
it  was  unnecessary  for  the  company  to  provide  funds  to  meet  the 
draft  until  at  least  90  days  after  the  sheepskins  were  purchased. 
The  company  thus  might  be  able  to  obtain  funds  for  payment  of 
the  draft  from  the  sale  of  the  skins  themselves. 

In  calculating  the  cost  of  financing  the  purchases  by  a  60-day 
letter  of  credit,  the  Merritt  Leather  Company  had  to  include  the 
New  York  banker's  commission  on  the  letter  of  credit  in  addition 
to  the  discount  charged  by  the  New  Zealand  banker.  These 
commissions  are  shown  in  Table  1 

The  Merritt  Leather  Company  ordinarily  contracted  for  the 

> 
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Table  i 

Commission  Charged  by  Company's  New  York  Banker  for  Letter 
•  of  Credit  for  New  Zealand 

Si8to  J*of  1% 

3°-<ky  y4oi  1% 

6°-day  Hofi% 

9°-aay  y2oii% 

I2°-day  Hoi*% 

purchase  of  the  exchange  necessary  to  meet  the  draft  at  the  time 
that  the  skins  were  purchased.  The  company,  however,  did 
not  pay  for  the  sterling  until  the  draft  was  due.  Although  this 
future  sterling  customarily  was  quoted  at  a  premium  of  about 
y2  of  1  %  a  month,  in  1924  it  was  quoted  at  a  discount.  The  dis- 
count upon  sterling  futures  lessened  the  cost  of  financing  the  pur- 
chases. In  early  October,  the  discount  on  December  sterling 
amounted  to  about  y2  of  1%;  that  is,  when  the  demand  rate  was 
$4.50,  the  60-day  rate  was  $4.48. 

Discount  rates  in  New  Zealand  had  increased  and  rates  upon 
bankers'  acceptances  in  the  United  States  had  decreased  during 
the  past  four  years  as  shown  in  Tables  2  and  3. 

*    Table  2 

Value  in  New  Zealand  of  £100  Draft  on  London 
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It  was  possible,  therefore,  for  the  company  to  save  money 
by  importing  sheepskins  under  a  sight  letter  of  credit  and  by 
obtaining  the  funds  to  meet  the  draft  through  the  sale  in  the 
united  States  of  bankers'  acceptances.  To  determine  the  saving 
which  would  result  from  the  change  in  the  method  of  financing, 
the  company  calculated  as  follows:  The  spread  in  the  rate 
between  the  discount  on  a  demand  draft  in  New  Zealand  at  2  % 
and  that  on  a  60-day  draft  at  2j4%  was  54  of  1%.  This  differ- 
ence of  Hof  1%  for  60  days  equaled  4^%  a  year;  that  is,  a 
saving  of  Ay2%  per  annum  would  result  from  a  change  in  financ- 
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Table  3 

Discount  upon  Bankers'  Acceptances  in  New  York* 
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*  Data  from  C< 
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urly  October  id  f^flcli 

year. 

ing  from  a  60-day  letter  of  Credit  to  a  sight  letter  of  credit  Since 
it  was  necessary,  however,  to  finance  in  the  United  States  the 
payment  of  the  sight  draft,  the  actual  saving  would  be  smaller. 
The  discount  on  a  60-day  bankers'  acceptance  in  the  United 
States  was  2  J/s  % .  To  this  was  added  the  commission  for  bankers' 
acceptances  which  was  at  the  rate  of  per  year.  The  sum- 

mary of  the  saving  was  as  follows: 


Saving  in  discount  by  use  of  sight  drafts  

Saving  in  bankers'  commission  on  letters  of  credit. . . 

. . .  .4^% 

•  •  •  •  78 

4%A% 

Discount  on  60-day  bankers'  acceptances  

....iX 

3^% 

Gross  saving 

•  ■  •  • 

ilA% 

Discount  on  sterling  futures  

•  •  •  • 

The  Merritt  Leather  Company  borrowed  funds  to  operate  its 
business  both  through  the  sale  of  commercial  paper  and  through 
the  use  of  lines  of  credit  at  commercial  banks.  Although  the 
company  was  not  borrowing  funds  through  the  sale  of  commercial 
paper  in  October,  1924,  its  average  annual  borrowings  by  means 
of  commercial  paper  over  the  preceding  four  years  had  amounted 
to  about  $2,000,000.  Generally,  the  borrowing  upon  its  lines  of 
credit  fluctuated  between  25%  and  75%  of  the  amount  bor- 
rowed through  the  sale  of  commercial  paper.  At  all  times  the 
company  maintained  an  unused  line  of  credit  sufficient  to  retire 
all  outstanding  commercial  paper.  The  company  sold  its  com- 
mercial paper  through  two  of  the  largest  and  most  reputable 
commercial  paper  brokers  in  New  York  City.  These  purchasers 
considered  its  paper  to  be  of  high  standing.  In  selling  the  com- 
mercial paper  of  the  Merritt  Leather  Company,  the  commercial 
paper  brokers  stated  to  the  prospective  purchasers  that  the  spe- 
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cine  paper  being  offered  represented  the  only  outstanding  obliga- 
tions of  the  company.  The  commercial  paper  brokers  considered 
that  the  ability  to  make  this  statement  added  to  the  value  of  the 
company's  commercial  paper. 

Under  the  proposed  plan  of  using  a  sight  letter  of  credit,  the 
Merritt  Leather  Company  would  draw  a  draft  on  the  commercial 
bank,  which  the  bank  would  accept.  The  acceptance  would  then 
be  sold  at  the  existing  rate  to  purchasers  of  bankers'  acceptances. 


hands  of  the  public  which  it  would  not  have  if  the  purchase  of  the 
sheepskins  were  financed  by  a  60-dayletter  of  credit  alone. 

The  commercial  bankers  informed  the  treasurer  of  the  Merritt 
Leather  Company  that  purchasers  of  bankers'  acceptances  ordi- 
narily paid  little  attention  to  the  company  which  drew  the  accept- 
ance. The  bankers  contended  that  the  purchaser  was  interested 
only  in  the  bank  which  had  accepted  the  draft.  The  statement 
of  the  commercial  paper  brokers  was  contrary  to  that  of  the 
commercial  bankers.  The  former  stated  that  the  purchasers  did 
pay  attention  to  the  name  of  the  company  which  drew  the  draft. 
They  asserted  further  that  if  acceptances  were  outstanding  they 
would  not  be  able,  in  selling  the  paper,  to  state  that  the  commer- 
cial paper  offered  was  the  only  obligation  which  the  company  had 
outstanding.  They  contended  further  that  prospective  purchasers 
of  the  commercial  paper  might  hesitate  to  purchase  the  paper  if 
they  already  had  the  acceptances  which  the  company  had  drawn 
on  the  bank.  They  stated  that  the  prospective  purchaser  might 
consider  that  he  had  enough  funds  invested  in  the  sheepskin 
industry  and  that  diversification  would  be  beneficial.  It  would 
be  more  difficult,  therefore,  to  sell  the  commercial  paper  of  the 
Merritt  Leather  Company. 

The  treasurer  of  the  Merritt  Leather  Company  believed  that 
there  was  an  additional  disadvantage  in  having  the  company's 
acceptances  outstanding.  He  had  found  that  in  the  past  a  large 
part  of  the  company's  commercial  paper  had  been  purchased  in 
small  amounts  by  unimportant  country  bankers  in  all  sections  of 
the  United  States.  It  was  the  custom  of  these  country  bankers 
to  write  to  their  large  city  correspondents  for  advice  upon  the 
quality  of  the  commercial  paper  which  they  contemplated  pur- 
chasing. If  the  large  city  bank  stated  that  it  considered  the 
company  to  be  strong  financially  and  had  purchased  its  accept- 
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ances  at  times,  the  country  banker  might  believe  that  the  com- 
pany had  obligations  outstanding  which  were  superior  in  security 
to  those  which  were  offered  to  him. 

The  treasurer  did  not  wish  to  take  any  action  which  might 
incur  the  ill  will  of  the  company's  commercial  paper  broker  unless 
that  action  resulted  in  a  material  financial  saving.  It  was 
often  possible  for  the  broker  to  render  to  a  manufacturer  small 
favors  which  could  not  be  valued  in  dollars  and  cents.  If  a  com- 
pany experienced  a  sudden  demand  for  funds  which  it  was  unable 
to  meet  from  the  cash  on  hand,  it  was  advantageous  to  be  able 
to  request  the  broker  to  deposit  the  funds  in  the  bank  upon  the 
company's  assurance  that  the  necessary  documents  for  the  sale 
of  commercial  paper  would  be  sent  to  the  broker  at  once.  Ordi- 
narily a  company  did  not  receive  the  funds  until  after  the  broker 
had  sold  the  commercial  paper.  Although  the  Merritt  Leather 
Company  had  experienced  no  such  need,  it  was  not  certain  that 
it  would  not  need  assistance  in  the  future.  Since  the  company 
was  selling  no  commercial  paper  in  October,  1924,  and  since  the 
brokers  occasionally  asked  the  company  if  it  did  not  desire  to  sell 
paper,  it  was  possible  that  the  brokers  would  make  no  strong 
complaint  if  the  company  should  finance  by  acceptances. 

The  treasurer  believed  that  the  disadvantage  of  having  once 
sold  acceptances  would  affect  the  sales  of  commercial  paper 
whether  such  sales  of  acceptances  continued  over  the  entire  sheep- 
skin buying  season  or  over  only  a  portion  of  it.  He  was  not  cer- 
tain that  the  saving  of  %  of  1%  which  existed  in  October,  1924, 
would  continue  to  exist  throughout  the  buying  season.  In  the 
past,  the  rates  of  discount  charged  by  New  Zealand  banks  at 
the  beginning  of  the  buying  season  ordinarily  had  continued  the 
same  throughout  the  entire  season.  This  made  the  saving  depend- 
ent upon  the  rate  for  bankers'  acceptances  in  the  United  States. 
He  believed  that  it  was  more  likely  that  the  rate  would  increase 
from  2%%  and  reduce  the  saving  than  that  it  would  decrease 
from  2%%  and  increase  the  saving.  Although  he  did  not  at- 
tempt to  estimate  in  dollars  the  values  of  the  company's  relations 
with  its  brokers,  he  did  not  believe  it  advisable  to  risk  incurring 
their  ill  will  for  a  saving  which  probably  would  not  exceed 
$10,000. 

The  treasurer  decided  to  continue  to  finance  the  company's 
purchases  of  sheepskins  upon  a  60-day  letter  of  credit. 
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4.  Joecy  Wool  Company 

LETTER  OF  CREDIT  VS.  CABLE  TRANSFER  IN  PAYMENT  OF  WOOL 

IMPORTS  FROM  ARGENTINA 

The  Joecy  Wool  Company  imported  annually  from  6,000,000 
to  8,000,000  pounds  of  wool.  Of  this  quantity  about  one-third 
was  imported  from  Argentina  and  two-thirds  from  Australia. 
Because  of  the  low  interest  rates  of  from  2^%  to  3J/2%f  which 
existed  in  the  United  States  in  October,  1924,  the  company  ques- 
tioned the  advisability  of  continuing  to  finance  its  imports  from 
South  America  by  a  90-day  dollar  letter  of  credit,  which  it  had 
used  in  the  past  and  which  was  customary  in  the  trade. 

The  prices  of  Australian  wool  were  quoted  in  sterling,  and  the 
method  of  payment  used  by  many  American  importers  was  a 
°0:day  sterlmgjeltex-o^  The  prices  quoted  to  American 

purchasers  of  Australian  wool  were  the  actual  prices  for  the  wool. 
The  discount  which  the  Australian  banks  charged  the  shipper  for 
purchasing  the  draft  which  he  drew  upon  the  American  importer 
was  added  to  the  invoice  cost  of  the  wool.  The  Joecy  Wool 
Company  had  found  that,  because  of  the  high  rates  of  discount 
charged  by  the  Australian  banks,  it  was  profitable  to  pay  for  its 
purchases  of  Australian  wool  by  cabling  cash  to  the  shipper  at  the 
time  that  the  wool  was  purchased. 

The  price  of  Argentine  wool  was  quoted  to  American  importers 
in  United  States  dollars.  The  customary  trade  practice  was  to 
import  the  wool  under  a  go-day  dollar  letter  oiLcredit  issued  by 
the  bank  of  the  American  importer  in  favor  of  the  Argentine 
wool  shipper.  The  price  quoted  included  not  only  the  actual 
cost  of  the  wool,  but  also  the  discount  which  the  Argentine  bank 
charged  the  exporter  for  discounting  the  draft  given  in  payment 
by  the  American  importer.  The  ultimate  price  quoted  was  not 
arrived  at  by  calculating  the  discount  and  adding  it  to  the  cost  of 
the  wool.  By  trade  custom  the  market  price  quoted  included  the 
discount. 

Although  the  discount  rates  in  Argentina  were  not  so  high  as 
those  in  Australia,  it  was  possible  to  effect  a  saving  by  cabling 
cash  rather  than  by  the  90-day  letter  of  credit  Tor  payment. 
The  fates  of  discount  quoted  in  Australia  were  not  upon  an  annual 
basis  as  were  the  discount  rates  quoted  in  Argentina.  For  exam- 
ple, a  discount  rate  of  4%%  for  a  90-day  draft  in  Australia  meant 
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that  4%  pounds  would  be  taken  from  a  ioo-pound  draft.  This 
made  an  annual  rate  of  19^2%.  A  discount  rate  of  6#$%  for  a 
90-day  draft  in  Argentina  meant  that  interest  at  the  rate  of 
6)i  %  per^anaum  for  90  days  would  be  deducted  from  the  amount 
of  the  draft. 

In  the  first  week  in  October,  1924,  the  discount  rates  in  Argen- 
tina were  as  follows: 

Sight  00 

30-day  ........................................ ^fo 

60-day  

90-day  ........................................ ^fo 

1 20-day  

Although  no  discount  was  taken  upon  a  draft  drawn  in  Argen- 
tina which  was  due  upon  sight  in  the  United  States,  it  was  cus- 
tomary for  the  Argentine  banker,  in  calculating  the  number  of 
pesos  which  were  to  be  paid  to  the  South  American  shipper  for  his 
sight  draft  upon  the  United  States,  to  deduct  about  two  points 
from  the  cable  rate  of  exchange.  For  example,  if  the  cable  rate 
for  pesos  per  American  dollar  was  2.15,  the  Argentine  shipper 
would  be  paid  at  the  rate  of  2.13.  These  two  points  were  to 
compensate  the  bank  for  the  interest  upon  the  funds  during  the 
time  required  for  the  draft  to  reach  the  United  States  from  Argen- 

^  — „.  ^  *  A^n  tab  ,„  c 
credit  in  favor  of  Argentine  exporters  were  as  follows: 

Sight  of  1  ^fo 

30-day  yfc  of  1  % 

60-day  of  1  ^fo 

90-day  ^  of  1 

120-day  ............... of  1 

The  charges  for  cabling  funds  to  Argentina  were  the  cost  of  the 
cable,  which  averaged  about  $5,  plus  a  commission  of  %  of  1%, 
with  a  minimum  charge  of  50  cents  for  the  %  of  j  %.  The  saving 
to  be  effected  by  the  use  of  a  sight  draft  or  the  cabling  of  funds 
rather  than  the  use  of  a  90-day  letter  of  credit  was  calculated  as 
follows: 


90- Day 

Sight 

Cable 

Beers' '  commfiion  X  of 
1% 

Total  cost  1  97/32% 

Estimated  expense  because  i% 
of  deduction  from  demand 
rate  of  exchange 

Bankers'  commission  H  of  i% 

Total  iH% 

Cable  charge  f  5 

Bankers'  commission  ff  of 

TotS  *5  +  H  of  x% 
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The  saving  between  a  90-day  letter  of  credit  and  a  sight  letter 
of  credit  was  23/32  of  1%.  The  saving  between  a  90-day  letter 
of  credit  and  the  cabling  of  funds  was  about  1  23/32%  on  a  large 
draft.  This  saving  would  be  the  result  of  a  reduction  in  the 
selling  price  of  the  Argentine  exporter  equal  to  the  discount  which 
he  would  have  had  to  take,had  payment  been  made  by  a  90-day 
draft.  Since  payment  by  a  sight  draft  or  by  the  cabling  of  cash 
required  that  the  company  provide  funds  about  120  days  sooner 
than  if  a  90-day  letter  of  credit  were  used,  it  was  necessary  to  add 
to  the  cost  of  these  methods  the  interest  upon  the  funds  advanced. 
The  interest  rates  as  represented  by  the  rates  on  bankers'  accept- 
ances in  the  United  States  in  early  1924  were  from  2^%  to 
2/2%  per  annum. 

The  Joecy  Wool  Company  estimated  that;fehenet  saving  to  be 
gained  by  paying  for  its  Argentine  purchases  in  the  same  manner 
that  it  paid  for  its  Australian  purchases,  that  is,  by  the  cabling 
of  funds,  would  be  about  9/10  of  1%,  and  it  was  very  anxious  to 
secure  this  saving  if  by  so  doing  it  would  not  jeopardize  its  chance 
of  securing  its  necessary  supply  of  wool  in  the  Argentine  market. 

On  the  other  hand,  the  trade  custom  of  quoting  a  price  which 
included  the  discount  was  so  well  established  that  an  attempt  to 
have  prices  quoted  upon  a  cash  basis  would  cause  inconvenience 
and  confusion  to  the  shipper.  The  relations,  futhermore,  between 
the  price  which  he  quoted  for  payment  under  the  customary 
method  of  a  90-day  letter  of  credit  and  that  which  he  quoted 
for  payment  by  cash  would  have  to  be  changed  each  time  that 
the  discount  rate  in  Argentina  was  increased  or  lowered.  It  was 
possible  also  that  some  shippers  would  not  wish  to  make  the  calcu- 
lations necessary  to  determine  the  difference  between  the  two 
prices.   If,  for  example,  two  offers  were  made  to  an  Argentine 
shipper,  one  by  a  company  which  intended  to  pay  by  the  cus- 
tomary 90-day  draft,  and  the  other  by  the  Joecy  Wool  Company, 
whose  offer  was  less  than  that  of  its  competitor  by  the  amount  of 
the  discount  which  the  bank  would  charge  the  shipper,  it  is  likely 
that  the  shipper  would  accept  the  first  offer  rather  than  to  make 
the  calculations  necessary  to  determine  the  accuracy  of  the 
second. 

Should  the  Joecy  Wool  Company  attempt  to  change  its  method 
of  payment  for  Argentine  wool? 
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B.  EXCHANGE  PROBLEMS 
5.  Condar  China  Company 

PURCHASE  OF  FOREIGN  EXCHANGE 

The  Condar  China  Company,  of  Philadelphia,  had  imported 
china  and  glassware  for  about  100  years.  Its  annual  sales 
amounted  to  approximately  $1,500,000,  of  which  47%  was  of 
domestic  manufacture,  30%  of  English,  4%  of  French,  5%  of 
German,  and  14%  of  Japanese  manufacture.  Previous  to  the 
middle  of  1924,  the  company  never  had  purchased  any  exchange 
before  it  was  needed  for  the  payment  of  invoices.  Because  of 
the  profits  which  might  have  been  obtained  in  early  1924  if  this 
policy  had  not  been  followed,  and  because  the  company  believed 
that  the  French  franc,  as  well  as  the  pound  sterling,  probably 
would  increase  in  value  upon  the  acceptance  of  the  Dawes  Plan 
for  payment  of  reparations,  the  treasurer  questioned  the  advisa- 
bility of  continuing  the  policy. 

Forty-six  per  cent  of  the  company's  sales  were  of  dinner  ware; 
12%,  of  glassware;  28%,  of  hotel  ware;  and  14%,  of  fancy  ware. 
The  dinner  ware  came  largely  from  England,  Japan,  and  France; 
the  glassware  was  manufactured  principally  in  the  United  States, 
although  a  small  proportion  was  of  French  origin.  The  hotel 
ware  was  of  domestic  and  English  origin;  the  fancy  ware  con- 
sisted of  novelties  which  were  purchased  in  all  countries,  of  which 
Japan,  China,  Italy,  and  Czechoslovakia  were  the  main  sources. 
The  manufacturers  of  glassware  and  crockery  manufactured  only 
upon  order  of  the  Condar  China  Company.  From  four  to  six 
months  were  required  for  the  merchandise  to  arrive  in  the  United 
States  after  it  had  been  ordered. 

The  Condar  China  Company  sold  85%  of  its  merchandise  at 
wholesale  and  15%  at  retail.  The  company  had  a  wholesale 
distribution  of  its  products  in  all  parts  of  the  United  States.  It 
maintained  a  traveling  sales  force  of  20  men.  That  merchandise 
which  was  sold  at  wholesale  was  marketed  in  three  ways:  from 
open  stock,  in  crates,  and  for  import.  A  crate  of  china,  for 
example,  was  a  case  containing  an  assortment  of  a  specific  num- 
ber of  dozen  of  each  kind  of  plate,  of  cups  and  saucers,  and  all 
other  articles  needed  for  a  complete  set  of  china.  If  the  merchant 
sold  all  one  type  of  plate  and  wished  to  replete  his  stock  of 
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that  plate,  it  was  necessary  for  him  to  order  from  open  stock. 
If  he  desired  to  place  an  order  for  several  crates  of  merchandise 
and  did  not  wish  to  have  them  delivered  at  once,  he  could  place 
the  order  for  import.  The  Condar  China  Company  then  would 
place  this  import  order  with  the  manufacturer  in  the  foreign 
country.  Upon  the  arrival  of  the  merchandise  in  the  United 
States  the  Condar  China  Company  would  ship  it  at  once  directly 
from  the  docks  to  the  purchaser.  The  average  mark-up  of  the 
Condar  China  Company  for  sales  from  open  stock  was  60%  of  the 
landed  cost.  Sales  in  crates  were  made  at  a  discount  of  10% 
from  the  open-stock  price,  and  sales  for  import  at  a  discount  of 
10%  from  the  price  for  crates. 

The  prices  of  the  Condar  China  Company  were  changed  in 
accordance  with  the  manufacturers'  prices.  These  changes  some- 
times occurred  semiannually,  but  more  frequently  occurred 
annualty.    The  manufacturers  customarily  notified  the  Condar 
Uuna  Company  six  months  before  a  prospective  change  in  price 
The  prices  quoted  to  the  Condar  China  Company  by  English 
manufacturers  were  in  sterling;  prices  of  the  French,  in  francs- 
of  Japanese,  m  American  dollars;  of  Czechoslovakia^  in  Czecho- 
sloyakian  francs;  of  Italian,  in  lire;  and  of  German,  in  American 
dollars.    The  company  maintained  a  forwarding  agent  in  Ger- 
many who  paid  for  all  German  and  Czechoslovakian  purchases 
upon  presentation  to  him  of  the  shipping  documents    He  also 
negotiated  with  the  banks  to  determine  the  rate  at  which  the 
Czechoslovakian  francs  would  be  exchanged  into  American  dol- 
lars.  The  Condar  China  Company  supplied  him  with  funds  by 
depositing  with  the  New  York  correspondent  of  the  agent's  Ger- 
man bank  sufficient  funds  to  meet  the  payments. 

The  method  of  paying  in  the  other  countries  was  different 
products  from  Japan  were  under  the  control  of  a  Japanese  monop- 
oly which  was  represented  by  agents  in  New  York.  It  was  neces- 
sary to  purchase  from  these  agents,  to  whom  payment  was  made 
m  American  dollars,  40  days  after  the  arrival  of  the  merchandise 
m  the  warehouse  of  the  Condar  China  Company.  Payments 
were  made  in  Italy  by  lira  letters  of  credit  on  an  American  bank 
n  favor  of  the  Condar  China  Company's  agent  in  Italy.  These 
letters  of  credit  were  opened  in  the  United  States  at  the  time  the 
merchandise  was  shipped  from  Italy.  Purchases  in  France  were 
made  upon  open  account.   The  payment  in  francs  was  due  30 
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days  after  the  date  of  the  invoices.  As  it  required  about  10  days 
for  a  vessel  from  the  United  States  to  reach  France,  the  company 
estimated  that  it  was  necessary  to  make  the  payment  about  20 
days  after  the  day  of  the  invoices. 

The  company  had  a  forwarding  agent  in  England  who  attended 
to  and  paid  for  all  purchases  made  from  manufacturers  from 
whom  the  company  normally  purchased  only  small  amounts  at 
frequent  intervals.  The  company  supplied  its  agent  with  £1,000 
sterling  and  replenished  this  amount  whenever  necessary  by  send- 
ing additional  funds  to  him  in  amounts  of  £1,000.  For  those 
English  companies,  however,  with  which  the  Condar  China  Com- 
pany  had  dealt  for  a  long  period  of  time  and  from  which  it  pur- 
chased large  amounts  at  regular  intervals,  relations  were  direct, 
and  payments  were  made  to  the  manufacturers.  Payment  was 
made  30  days  after  the  date  of  the  invoice. 

The  purchases  which  the  company  made  in  England  averaged 
about  the  same  amount  each  month  in  the  year.  As  a  result,  it 
was  necessary  for  the  company  to  purchase  about  the  same  num- 
ber of  pounds  sterling  each  month.  No  advantage  in  the  cost  of 
exchange,  therefore,  could  be  secured  by  purchasing  exchange 
in  advance  of  the  time  it  was  needed  for  payment  so  long  as  this 
policy  was  followed  consistently.  It  made  no  difference,  for 
example,  whether  the  exchange  purchased  in  January  of  one  year 
was  to  pay  for  purchases  made  from  four  to  six  months  earlier, 
or  to  cover  the  exchange  necessary  for  the  payment  of  purchases 
made  in  January  to  be  delivered  four  to  six  months  in  the  future. 

An  advantage,  however,  in  purchasing  exchange  at  the  time  of 
the  purchase  of  the  merchandise  was  that  of  establishing  at  once 
the  purchase  price  of  the  merchandise.  The  ultimate  cost,  how- 
ever, could  not  be  established  accurately  at  the  time  of  purchase 
since  the  company  did  not  know  the  duty  which  it  would  have 
to  pay.  Duty  was  calculated  by  the  customs  officials  after  the 
arrival  of  the  merchandise  in  the  United  States  and  was  based 
upon  the  rate  of  exchange  prevailing  upon  the  day  the  merchan- 
dise was  shipped  from  England.  Although  sterling  futures  were 
selling  at  a  discount  in  early  1924,  this  situation  was  not  normal. 
Ordinary  sterling  futures  commanded  a  premium  of  about  l/2  of 
1%  a  month.  The  purchase  of  exchange  at  the  time  of  pur- 
chase of  the  merchandise  thus  would  cost  the  company  the  pre- 
mium which  it  was  necessary  to  pay. 
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The  situation  in  France,  however,  was  the  one  upon  which  the 
treasurer  was  most  undecided.  The  company  did  not  make  regu- 
lar purchases  as  it  did  in  England.  It  was  possible  for  wide 
fluctuations  to  take  place  in  the  rate  of  exchange  between  the  time 
that  the  merchandise  was  purchased  and  the  time  that  payment 
was  made  four  to  six  months  later.  These  fluctuations  caused 
variations  in  the  cost  of  merchandise  to  the  Condar  China  Com- 
pany. 

The  treasurer  could  purchase  exchange  at  the  time  that  the 
merchandise  was  purchased;  this  would  establish  the  purchase 
price  of  the-merchaTKHse:  He  could  purchase  exchange  whenever 
it  was  believed  to  be  low,  attempting  to  have  amounts  on  hand 
at  all  times.  For  example,  if  francs  had  been  purchased  in  March. 
1924,  at  3.45  cents,  the  rise  to  5.25  cents  on  October  15  would 
have  represented  a  substantial  profit.  The  treasurer  considered 
this  method  to  be  one  of  mere  speculation  and  did  not  believe  it 
desirable.  A  third  method  was  to  purchase  the  exchange  at  the 
time  it  was  necessary  to  pay  for  the  merchandise.  The  company 
always  had  followed  this  policy. 

In  July,  1923,  the  company  had  purchased  French  merchandise 
to  the  value  of  13 1,000  francs.  At  that  time  the  value  of  the  franc 
was  5.12  cents.  The  merchandise  was  to  be  delivered  during 
December,  1923,  but  did  not  arrive  until  May,  1924.  Payment 
was  made  with  francs  at  5.70  cents.  The  company  would  have 
saved,  therefore,  about  10%  if  it  had  purchased  its  francs  at  the 
time  it  had  purchased  the  merchandise.  In  another  instance,  a 
buyer  in  the  early  part  of  1923  had  purchased  100  crates  of 
novelties  in  Czechoslovakia  which  the  company  sold  in  the  United 
States  for  $35  a  crate.  The  novelties  proved  to  be  immensely 
popular,  and  the  company  quickly  sold  its  100  crates.  It  sold,  in 
addition  to  this,  100  crates  for  import  at  $35  less  10%.  About 
four  months  later,  when  a  German  agent  of  the  company  paid  for 
the  100  crates,  the  Czechoslovakian  franc  was  double  the  price 
that  it  had  been  at  the  time  the  merchandise  had  been  bought 
with  the  result  that  the  cost  per  crate  to  the  Condar  China  Com- 
pany was  about  $35. 

There  were  distinct  disadvantages,  however,  in  purchasing  the 
francs  in  advance,  T*  French  manufacturers  frequently  failed 
to  deliver  the  merchandise  upon  the  date  agreed  upon  at  the  time 
of  purchase.  That  is,  as  with  the  purchase  of  131,000  francs,  the 
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arrival  of  the  merchandise  in  the  United  States  might  be  from  one 
to  four  months  later  than  the  agreed  date.  This  caused  an  in- 
convenience in  purchasing  forward  exchange.  If  the  Condar 
China  Company  should  purchase  merchandise  in  July  for  delivery 
in  December,  it  would  purchase  francs  to  meet  the  payment  when 
due.  It  would  be  necessary,  if  the  merchandise  failed  to  arrive 
on  time,  to  request  the  bank  to  postpone  the  date  of  the  delivery 
of  this  exchange.  The  banks  charged  a  commission  of  %  of  i  % 
for  an  extension  of  30  days.  In  some  instances,  they  would  extend 
a  second  30  days  for  an  additional  of  1%.  If  the  merchandise 
did  not  arrive  at  that  time,  the  Condar  China  Company  would 
have  to  sell  the  francs  which  it  had  purchased. 

Duty  on  the  company's  merchandise  varied  from  40%  to  70% 
of  its  value.  The  rate  of  exchange  upon  which  the  duty  was  esti- 
mated was  fixed  at  the  rate  existing  upon  the  days  the  merchan- 
dise was  shipped.  The  purchase  of  the  exchange  at  the  time  the 
merchandise  was  purchased  would  fix  the  cost  of  the  merchandise 
with  the  exception  of  the  duty. 

In  July  and  early  August,  1924,  the  treasurer  believed  that  if 
the  Dawes  Plan  were  accepted  the  dollar  value  of  the  franc  would 
increase.  Since  he  knew  that  the  company  would  need  about 
50,000  francs  in  October  and  November,  1924,  he  purchased  that 
amount  of  francs  on  August  19  at  5.42  cents.  On  October  15, 
francs  could  be  purchased  at  5.25  cents.  The  treasurer  decided 
that  the  experience  of  the  company  in  this  instance,  together  with 
the  disadvantages  which  would  be  encountered  because  of  the 
delays  in  arrival  of  merchandise,  justified  the  company's  return- 
ing to  the  former  policy  of  purchasing  exchange  only  when  pay- 

IllCllL  Wdb  Hue. 

6.  Espy  Tea  Company 
purchase  of  foreign  exchange 

The  Espy  Tea  Company,  one  of  the  largest  tea  importing  com- 
panies in  the  United  States,  specialized  in  teas  from  India  and 
Ceylon.  Imports  amounted  annually  to  about  15,000,000  pounds, 
which  were  sold  to  wholesale  grocers,  retail  grocers,  and  chain 
stores.  The  purchase  of  this  quantity  of  tea  required  that  the 
company  procure  between  £750,000  and  f  1,000,000  sterling  per 
year.  The  fluctuations  which  occurred  in  the  price  of  sterling  in 
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late  1923  and  early  19241  led  the  treasurer  of  the  Espy  Tea  Com- 
pany to  question  the  advisability  of  continuing  the  policy  which  , 

the  company  had  followed  in  the  past  of  purchasing  exchange  // 

only  when  it  was  required  to  meet  the  payment  of  drafts. 

Most  teas  produced  in  Ceylon  and  India  were  sold  at  auction 
in  Colombo,  Calcutta,  or  London.  Approximately  45%  of  the 
Ceylon  tea  was  sold  at  auction  in  Colombo/about  30%  of  the 
India  tea  sold  at  auction  in  Calcutta<and  the  remainder  of  the 
tea  of  each  of  these  countries  was  sold  in  London^in  the  same 
manner.  The  tea  purchased  at  auction  in  Calcutta  and  Colombo^ 
was  paid  for  in  rupees,  and  that  purchased  at  the  auctions  in 
London,  in  sterlings  i 

Payment  for  all  teas  purchased  was  made  by  a  90-day  sterling  i 
letter  of  credit  issued  by  a  London  bank.  In  Ceylon  and  India 
the  amount  of  the  draft  was  determined  by  the  number  of  rupees 
required  for  the  payment  of  the  purchase,  converted  into  sterling 
at  the  rupee-sterling  rate  for  90-day  drafts  in  those  countries  on 
the  day  the  draft  was  drawn.  Fourteen  days  before  the  draft 
became  due,  the  American  bank  through  which  the  Espy  Tea  Com- 
pany financed  its  purchases  bought  the  amount  of  sterling  nec- 
essary to  meet  the  draft,  which  had  been  forwarded  to  it  by  the 
London  bank,  and  charged  it  to  the  Espy  Tea  Company  at  the 
rate  which  prevailed  at  10  a.m.  that  day.  The  purchase  of  tea 
by  the  Espy  Tea  Company  occurred  at  irregular  intervals.  The 
American  bank,  therefore,  did  not  purchase  sterling  on  the  ac- 
count of  the  company  regularly. 

The  Espy  Tea  Company  sold  its  tea  to  wholesalers  and  di- 
rectly to  retailers.  More  than  50%  of  the  sales  were  in  the 
latter  class.  It  sold  three  grades  of  tea,  for  which  retailers  paid 
76,  78,  and  81  cents,  respectively.  These  prices  had  existed  for 
the  past  five  years  and  there  was  no  likelihood  that  a  change 


xValue  of  Pound  Sterling* 


1923 

T  Y*  f 

High 

Low 

1924 

High 

Low 

July 

August 

September 

October 

November 

December 

*    rr  •       •  _ 

$4.60 

4-58 
456 
4-55 
4-49 
4  39 

#4-55 

4-54 

4-51 

4-47 
4.28 

4-33 

January 

February 

March 

April 

May 

June 

$4-31 
4-35 
4-30 

4  39 
4-36 
4  33 

$4  23 
4.27 

4.25 
430 
4  31 
4-30 

•  Kimber's  Foreign  Reports,  July  28,  1924,  p.  586. 
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would  be  made  in  the  near  future.  The  selling  price  of  the  Espy 
Tea  Company,  therefore,  remained  the  same  whether  the  cost 
of  tea  was  high  or  low. 

The  purchase  of  exchange  at  the  time  the  tea  was  purchased 
made  it  possible  to  ascertain  the  cost  of  the  tea.  If  the  com- 
pany determined,  for  example,  that  a  specific  quotation  was 
the  highest  price  which  it  desired  to  pay  for  a  particular  grade 
of  tea,  and  a  purchase  was  made  at  that  figure,  the  immediate 
purchase  of  exchange  guaranteed  that  the  ultimate  cost  of  the 
tea  to  the  company  would  be  no  greater.  If  the  Espy  Tea  Com- 
pany had  purchased  its  sterling  at  the  time  of  the  purchase  of 
its  tea  in  early  1924,  moreover,  a  saving  would  have  resulted, 
since  sterling  increased  from  $4.23  in  January  to  $4.55  in 
August.  On  the  other  hand,  if  it  had  purchased  its  sterling  in 
advance  in  late  1923,  a  loss  would  have  resulted,  because  sterling 
decreased  from  $4.60  in  July  to  $4.28  in  November.  Although 
it  was  not  the  situation  in  late  1924,  future  sterling  normally 
sold  at  a  premium  of  about  >4  of  1%  a  month.  Thus,  if  the 
company  should  adopt  the  policy  of  purchasing  exchange  in 
advance,  the  cost  of  financing  its  purchases  would  be  increased 
by  the  amountrof  the  premium  on  future  sterling. 

Since  exchange  did  not  follow  one  trend  consistently  over  a 
period  of  years,  but  fluctuated  up  and  down,  the  import  manager 
of  the  Espy  Tea  Company  believed  that  it  made  no  difference 
whether  exchange  was  purchased  at  the  time  of  the  purchase  of 
tea  or  at  the  time  that  the  draft  became  due,  provided  one_£olicy 
was  followed  consistently.  It  was  his  opinioif  that '  profits 
approximately  would  equal  losses  over  a  period  of  years,  which- 
ever policy  was  followed.  The  import  manager  believed  that 
since  the  selling  price  of  the  tea  seldom  was  changed,  the  pur- 
chase of  exchange  at  the  time  of  the  purchase  of  tea,  before  the 
exchange  was  needed  to  pay  the  creditor,  was  actually  a  specu- 
lative transaction,  since  its  purpose  was  to  protect  the  purchaser 
against  a  possible  rise  in  the  cost  of  the  article.  He  decided,  fur- 
thermore, that  with  the  uncertain  political  and  economic  condi- 
tions existing  in  England  in  early  October,  1924,  and  with  the 
huge  debt  which  England  owed  the  United  States,  there  was  a 
greater  possibility  that  the  dollar-sterling  rate  of  exchange  would 
decline  rather  than  increase.  The  postponement  of  the  purchase 
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of  sterling,  therefore,  was  more  likely  to  result  in  a  profit  than  if 
it  were  purchased  at  the  time  the  tea  was  ordered. 

Although  the  import  manager  recognized  that  it  might  be  pos- 
sible to  obtain  profits  by  following  one  policy  at  one  time  and 
the  other  policy  at  another,  it  was  his  opinion  that  it  was  ad- 
visable to  follow  the  same  policy  consistently.  He  decided,  con- 
sequently, that  the  company  should  continue  to  allow  the  bank 
to  purchase  the  exchange  at  the  time  the  draft  became  due. 


7.  Roberts  Company 

AVOIDANCE  OF  LOSS  IN  FLUCTUATIONS  IN  EXCHANGE 

The  Roberts  Company,  a  coffee-roasting  and  tea-packing  com- 
pany situated  in  St.  Louis,  imported  annually  about  60000 
pounds  of  tea  which,  together  with  its  best  grade  of  coffee,  was 
sold  under  a  well-known  and  nationally  advertised  brand.  The 
cheaper  grades  of  coffee  were  advertised  only  locally  in  the  ter- 
ritories m  which  they  were  sold.  Because  of  the  low  margin  of 
profit  which  existed  on  a  prospective  purchase  in  July,  1924  the 
manager  of  the  tea  department  considered  a  method  for  the 
elimination  of  exchange  risk. 

Since  the  tea  department  was  considered  secondary  to  the 
coffee  department,  the  treasurer  and  the  other  officers  of  the 
company  were  not  well  experienced  in  tea  importing.  They, 
tneretore,  left  the  administration  of  this  department  to  the  dis- 
cretion of  the  tea  manager  who  was  held  responsible  for  profits 
and  losses  in  the  department. 

The  tea  purchased  from  India  and  from  London  ordinarily 
was  quoted  111  the  United  States  in  pounds  sterling,  but  that 
coming  from  China  and  Japan  was  quoted  in  dollars.  Tea  from 
dirS  quote<I  either  in  dollars  or  in  sterling,  but  generally  in 

The  fluctuations  which  occurred  in  sterling  exchange  were  an 
important  factor  m  determining  the  cost  of  tea,  as  a  fluctuation 
ot  10  cents  a  pound  m  sterling  caused  a  difference  of  1  cent  a 
pound  avoirdupois  in  tea  originally  priced  at  from  38  to  40  cents 
a  pound.  It  was  customary  among  a  majority  of  the  tea  mer- 
chants to  secure  protection  against  fluctuations  in  exchange  by  \ 
tne  purchase  of  sufficient  sterling  at  the  time  of  the  purchase  of  \ 
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the  tea  to  meet  the  draft  drawn  upon  them  by  the  seller  when  it 
ucLdiiit  uuc.    j^/rdiib  uruniciriiy  were  urd.wn  ior  eiiiier  30  or  00 

days.   It  was  the  opinion  of  the  manager  of  the  tea  department 
I  of  the  Roberts  Company  that  this  was  the  desirable  way  in  which 
I  to  purchase  tea.   He  believed  that  speculation  in  exchange  was 
I  not  a  function  of  the  tea  merchant. 

The  treasurer  of  the  Roberts  Company,  on  the  other  hand, 
strongly  preferred  to  buy  sterling  at  the  time  the  drafts  were  due. 
He  had  given  no  orders  in  this  respect,  however;  yet  he  did  not 
believe  that  the  company  should  go  to  the  expense  of  purchasing 
sterling,  before  it  actually  was  needed  for  the  payment  of  the 
draft.  He  was  not  familiar  with  the  causes  of  fluctuations  in 
sterling  exchange  and  did  not  follow  them  closely.  Several  times 
in  the  past  when  the  company  had  purchased  exchange,  it  had 
lost  the  opportunity  to  make  a  speculative  profit,  as  sterling  had 
declined  between  the  time  of  the  purchase  of  the  tea  and  the 
time  that  the  draft  had  become  due.  The  treasurer  cited  these 
instances  as  a  basis  for  his  opinion. 

Three  grades  of  tea  made  up  the  largest  part  of  the  company's 
sales.  These  were  the  grades  which  retailed  at  a  uniform  price 
of  40  cents,  80  cents,  and  $1  a  pound.  The  company  sold  only 
to  wholesalers.  The  manager  of  the  tea  department  had  devised 
a  method  of  determining  the  maximum  price  which  the  company 
profitably  could  pay  for  the  usual  blends  of  tea,  and  permit  the 
products  to  be  sold  at  those  standard  prices. 

This  method  provided  that  25%  be  subtracted  from  the  retail 
price  to  allow  for  the  gross  margin  of  the  retailer.  In  turn,  15% 
of  the  wholesaler's  selling  price  was  subtracted  to  allow  for  the 
profit  paid  to  him.  From  this  remainder  was  subtracted  i2y2% 
of  the  Roberts  Company's  selling  price  which  was  the  amount 
estimated  by  the  company  as  necessary  to  cover  the  indirect 
charges  and  result  in  a  minimum  of  profit.  From  this  result  was 
subtracted  the  cost  of  preparing,  packing,  labeling,  together  with 
the  cost  of  the  tin  containers,  and  a  calculated  average  cost  per 
pound  for  freight.  This  average  was  determined  by  calculating 
the  arithmetic  average  of  the  freight  charges  per  pound  of  tea 
to  various  cities  to  which  the  company  shipped  tea.  These  ele- 
ments of  the  cost  were  revised  from  time  to  time  as  the  cost  of 
labor,  tin  containers,  or  freight  rates  changed.  The  remainder, 
after  this  final  deduction,  was  the  maximum  amount  which  the 
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manager  considered  he  could  pay  for  its  tea  and  obtain  a  profit. 
The  manager  of  the  tea  department  believed  that  the  company 
actually  should  pay  from  3%  to  4%  less  than  it  was  paying 
in  order  to  receive  a  sufficient  manufacturing  profit. 

On  July  25,  1924,  the  Roberts  Company  was  offered  by  the 
New  York  broker  of  a  London  company  14  cases  of  India  tea 
(Assam  Pekoe)  "Itakhoolie"  at  is  g%d,  c.i.f.  ex-dock  New 
York,  less  3%  in  10  days  after  arrival.  At  the  time,  sterling  ex- 
change was  quoted  at  $4.40.  At  that  rate  the  cost  of  the  tea 
amounted  to  38.94  cents  a  pound,  which  was  between  1  and  i]/2 
cents  below  the  maximum  limit  which  the  company  could  pay  for 
teas  of  that  quality.  The  3%  deduction  for  cash  in  10  days  would 
not  affect  the  profit  of  the  Roberts  Company,  since  it  gave  its  cus- 
tomers a  discount  of  3%  for  cash  in  10  days.   The  tea  was  to 
be  shipped  on  the  steamship  "Kermitshire,"  due  to  arrive  in  New 
York  on  or  about  August,  18^  This  would  cause  the  bill  to  come 
due  on  August  28.  If  the  company  accepted  the  offer  in  sterling 
and  purchased  the  exchange  when  the  draft  became  due,  a  de- 
crease in  the  price  of  sterling  would,  of  course,  increase  the 
profit,  while  an  increase  would  lessen  the  profit.   A  decrease  in 
the  gross  profit  to  below  12^%  would  embarrass  the  manager 
of  the  tea  department,  who  was  held  entirely  responsible  for  the 
department.    Although  the  company  sold  a  few  blends  upon 
which  it  was  making  from  6%  to  10%  more  than  the  12^%, 
the  manager  wished  to  keep  as  low  as  possible  the  number  of 
blends  which  were  being  sold  at  a  gross  margin  of  less  than 
i2l/2%.  Although  rumors  were  heard  that,  because  of  the  in- 
creasing price  of  tea,  important  competitors  of  the  company 
were  considering  increasing  the  standard  retail  prices,  he  did 
not  consider  it  wise  to  depend  upon  such  a  probability  to  con- 
tract a  loss  which  might  occur  in  fluctuations  in  exchange  He 
believed  that  sterling  was  likely  to  fluctuate  during  the  summer, 
depending  on  the  outcome  of  the  London  conference  concerning 
the  Dawes  Plan,  which  was  then  in  session. 

Because  he  did  not  wish  to  risk  paying  more  than  the  price 
indicated  by  exchange  on  July  25,  he  decided  not  to  accept  the 
offer.  He  did,  however,  make  a  counter-offer  of  38.50  cents  a 
pound,  payable  in  dollars.  This  offer  was  accepted  by  the  Lon- 
don broker.  By  August  28,  the  price  of  sterling  had  advanced 
10  ?4-50. 
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C.  FINANCING  FOREIGN  PRODUCERS 
8.  Allis  Brothers 

FINANCING  A  FOREIGN  MANUFACTURER  OF  POTTERY 

The  wholesale  firm  of  Allis  Brothers,  Philadelphia,  an  im- 
porter of  the  higher  grades  of  pottery  and  china,  was  the  ex- 
clusive agency  for  the  Dijon  Freres  pottery,  located  near 
Ximoges,  France.    In  1923  the  firm  oversold  the  capacity  of 
the  pottery.   To  enlarge  it  sufficiently  to  meet  the  demand, 
$20,000  capital  was  required  for  the  purchase  and  installation 
of  additional  plant  equipment.   This  amount  was  not  available 
from  local  sources  in  France,  and  Dijon  Freres  stated  that  if 
ij  Allis  Brothers  wished  to  continue  as  the  exclusive  agency  it 
/  would  be  necessary  for  them  to  extend  financial  aid  to  this 
amount.  The  firm's  financial  condition  permitted  the  investment, 
but  there  was  doubt  as  to  whether  the  exclusive  agency  privilege 
warranted  the  extension  of  financial  assistance  to  the  foreign 
producer. 

Pottery  sold  by  Allis  Brothers  came  from  England,  Japan, 
China,  Czechoslovakia,  France,  Italy,  and  Germany.  It  ranged 
from  the  fine  English  bone  china  and  Japanese  dinner  ware  to 
baked  and  unglazed  peasant  pottery  from  Brittany  and  Italy. 
The  warehouse  was  located  in  Philadelphia.  Practically  all  wares 
handled  by  the  company  were  imported,  except  those  used  in 
hotels  and  restaurants.  Goods  were  sold  from  the  company's 
own  retail  store  in  Philadelphia  and  by  salesmen  who  visited  re- 
tailers throughout  the  United  States. 

The  majority  of  wholesalers  purchased  imported  china  from 
New  York  importers  and  from  New  York  branches  or  agencies 
of  foreign  potteries.  Agencies  usually  operated  on  a  commis- 
sion basis  and  did  not  carry  stocks.  Only  a  few  wholesalers  had 
sufficient  sales  to  allow  them  regularly  to  send  buyers  to  Europe 
and  they,  therefore,  in  accordance  with  the  custom  of  the  trade, 
paid  a  commission  to  the  New  York  importing  agencies  which 
represented  the  potteries  in  the  United  States  on  all  import  pur- 
chases. 

Because  of  its  volume  of  purchases,  Allis  Brothers  had  found 
it  possible  to  purchase  abroad  directly  from  potteries  without 
the  payment  of  commissions  to  importing  agents.    The  prices 
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obtainable,  consequently,  were  such  that  landed  costs  in  Phila- 
delphia were  the  same  as  those  to  New  York  commission  agents. 
Allis  Brothers,  however,  had  an  advantage  over  the  agents  in 
that  it  carried  stocks  which  made  possible  immediate  shipments. 
The  firm  had  evolved  a  warehouse  system  which  enabled  cus- 
tomers to  order  in  broken  lots,  in  sets,  or  in  crate  lots  directly 
from  stock.  Larger  orders  were  placed  for  shipment  from  the 
potteries  to  customers,  the  potteries  billing  the  orders  to  Allis 
Brothers,  which  entered  the  goods  through  its  custom-house 
broker  at  the  port  of  entry.  The  broker  cleared  the  materials 
and  arranged  for  shipment  to  the  customers  to  whom  Allis 
Brothers  had  found  it  necessary  to  mark  up  landed  costs  approxi- 
mately 100%  in  order  to  cover  breakage  and  expenses  and  to 
allow  necessary  profits. 

Wholesalers  in  1923  were  eager  to  secure  exclusive  rights  from 
foreign  potteries  to  sell  patterns  of  imported  china.  Designs  were 
made  up  by  wholesalers  and  submitted  to  foreign  potteries.  On 
the  basis  of  volume  of  purchases,  exclusive  rights  were  secured  to 
distribute  such  patterns.  Haviland  china,  made  in  Limoges,  had 
such  a  reputation  for  quality  that  importers  were  unable  to  in- 
duce the  makers  to  grant  exclusive  rights  for  new  designs.  Allis 
Brothers  had  distributed  as  an  exclusive  agency  for  Dijon  Freres 
in  an  attempt  to  secure  a  china  of  exclusive  design  which  com- 
peted with  the  finer  grades  of  French  china.  It  was  possible, 
under  the  existing  plan,  to  change  patterns  at  will. 

It  was  difficult  to  secure  competitive  prices  among  the  manu-  ] 
facturers  in  different  countries.  In_  Germany,  for  example,  pot- 
teries  were  divided  under  governmental  supervision  into  four 
classes  on  the  basis  of  quality  of  merchandise  and  price  levels. 
Although  the  government  did  not  seem  to  regulate  the  quotations 
to  foreign  buyers,  prices  were  controlled  strictly,  in  practice, 
through  the  cartels.  A  similar  situation  seemed  to  exist  in  France 
although  it  was  not  defined  so  clearly  as  in  Germany. 

Discontinuance  of  the  exclusive  agency  agreement  would  force 
Allis  Brothers  to  bid  competitively  for  styles  and  patterns,  with 
no  advantages  in  price  to  be  secured  from  foreign  manufacturers. 
It  also  meant  limitation  to  competitive  lines  and  inability  to 
secure  the  exclusive  use  of  a  desirable  manufacturer's  name. 

Since  the  agreement  was  terminable  for  cause  at  any  time,  Allis 
Brothers  had  to  maintain  satisfactory  distribution  of  the  entire 
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output  of  the  pottery.  This  necessitated  building  up  a  reputation 
for  Dijon  Freres'  china  by  advertising  and  sales  effort.  Conse- 
quently cancelation  of  the  agreement  would  result  in  the  loss  of 
this  reputation  to  a  competing  wholesaler.  The  proposed  invest- 
ment appeared  advantageous  because  it  placed  a  moral  responsi- 
bility upon  the  pottery  to  continue  distribution  through  Allis 
Brothers.  It  required  also  that  the  agency  cooperate  closely  with 
the  pottery.  On  the  other  hand,  the  investment  might  become  the 
precedent  for  future  demands.  Furthermore,  its  justification 
seemed  uncertain  in  view  of  existing  industrial  and  financial  un- 
certainties in  Europe. 

Other  foreign  manufacturers  were  requesting  their  exclusive 
agents  in  the  United  States  to  provide  similar  financial  assistance. 
At  any  time  additional  investment  might  have  to  be  made  in  order 
to  continue  the  exclusive  agency  basis.  While  there  was  a  possi- 
bility of  fluctuation  in  quality  from  year  to  year,  experience  had 
proved  Dijon  Freres'  reliability. 

Since  it  could  distribute  profitably  the  increased  output  made 
possible  by  the  expansion,  and  since  it  desired  to  continue  its 
relationship  with  Dijon  Freres,  Allis  Brothers  decided  to  provide 
the  funds  requested. 


9.  Chatham  Importing  Company 

METHOD  OF  FINANCING  A  MANUFACTURER  IN  A 

FOREIGN  COUNTRY 

1 

The  Chatham  Importing  Company  was  organized  in  New  York 
in  192 1  to  specialize  in  importing  optical  instruments  and  small 
electrical  devices,  such  as  flash  lights  and  automobile  tail  lights, 
from  Germany  and  France.  Its  sales  increased  from  $  150,000  in 
192 1  to  $350,000  in  1923.  Of  this  amount  about  20%  was  in  flash 
lights  which  were  made  by  a  small  German  manufacturer. 
In  January,  1924,  the  German  manufacturer  was  compelled  by  in- 
creased interest  rates  and  wages  to  quote  the  Chatham  Importing 
Company  on  a  contemplated  order  of  100,000  flash  lights  a  price 
which  was  4  cents  a  flash  light  higher  than  that  quoted  in  1923. 

The  Chatham  Importing  Company  had  been  importing  flash 
lights  which  cost  18  cents  f.o.b.  Hamburg.  Payment  was  made 
by  a  30-  or  60-day  dollar  letter  of  credit  in  favor  of  the  manu- 


FINANCING  IMPORT  TRANSACTIONS  403 


facturer.  The  summary  of  its  costs  per  flash  light  was  as  follows: 


Cost  of  flash  lights  f.o.b.  Hamburg  ?0.i8 

Freight  to  United  States   .003 

insurance   _n  « 

Import  duty,  35%  f.o.b.  value   '""  oZl 

Commission  to  agent   ;oo?6 

Indirect  charges   ,02;0 

Total  cost  $0.2793 


The  company  had  an  agent  in  Germany  who  received  2%  of 
the  value  of  all  shipments.  This  agent  represented  the  company 
m  any  misunderstanding  which  arose  between  the  company  and 
the  German  manufacturers  or  exporters.  He  also  inspected  the 
products  which  were  being  manufactured  for  the  Chatham  Im- 
porting Company  and  arranged  the  details  of  shipment  to  the 
United  States.  The  company  estimated  that  the  indirect  charges, 
including  executive  salaries,  selling  expense  and  interest,  amounted 
to  9%  of  sales.  The  total  cost  thus  amounted  to  between  27  and 
28  cents  per  flash  light.  Seventy-five  per  cent  of  the  flash  lights 
were  sold  at  31  cents  each  to  chain  stores  which  retailed  them  at 
50  cents.  The  remainder  were  sold  at  the  same  price  to  hardware 
wholesalers  and  retailers. 

Prior  to  August,  1923,  German  manufacturers  had  been  able 
to  borrow  funds  from  German  banks  at  about  12%  per  annum 
The  Chatham  Importing  Company  was  informed  by  its  represen- 
tative in  December,  1923,  that  interest  rates  had  increased  to  a 
minimum  of  40%,  and  in  many  cases  to  as  much  as  80%.  As  a 
result  the  price  at  which  the  manufacturers  could  afford  to  sell 
flash  lights  in  lots  of  100,000  or  more  increased  from  18  cents  to 
22  cents.  The  Chatham  Importing  Company  estimated  that  the 
cost  of  manufacturing  flash  lights  had  increased  from  15%  to 
20%  because  of  increased  labor  costs,  and  a  similar  amount  be- 
Ca«C  °jL'nterest  rates>  makin8  a  total  increase  of  from  35%  to 
40%.  The  selling  price,  however,  had  been  increased  only  4 
cents,  or  about  22%.  The  manufacturer  was  able  to  operate  on 
the  lower  margin  of  profit  because  the  stabilization  of  currency 
which  had  caused  the  high  interest  rates,  had  resulted  in  the 
elimination  of  speculation  brought  about  by  the  wide  fluctuation 
in  the  value  of  the  mark. 

The  Chatham  Importing  Company  sold  its  flash  lights  in  large 
quantities  and  depended  entirely  upon  price  appeal  for  its  sales. 


IMPORT  PURCHASING 


Although  no  flash  lights  exactly  like  those  which  it  was  importing 
were  marketed,  others  were  sold  which  were  from  10  to  25  cents 
higher  in  price.  The  company  had  found  through  previous  ex- 
perience that  an  increase  of  10%  in  price  decreased  sales  by  about 
20%.  For  this  reason  it  believed  that  in  order  to  dispose  of  lots 
of  100,000  flash  lights  profitably  it  would  be  necessary  to  main- 
tain the  price  at  31  cents.  It  was  necessary,  therefore,  for  it  to 
devise  r  method  by  which  it  could  obtain  the  flash  lights  at  a 
lower  cost  The  German  manufacturer  offered  to  sell  the  flash 
to  at  18  cents  each,  provided  at  least  50%  orrtnrrohie  ivas 
advanced  at  the  time  the  order  was  placed  and  the  remaining 
50%  paid  at  the  time  that  the  merchandise  was  shipped  from 
Germany. 

One  way  in  which  the  German  manufacturer  could  be  financed 
~  was  for  the  Chatham  Importing  Company  to  advance  the  funds. 
The  company  had  a  line  of  credit  with  its  banks  of  about  $50,000 
of  which  it  normally  used  75%.  Under  the  letter  of  credit  which 
the  company  had  been  accustomed  to  use,  the  line  of  credit  at  the 
bank  was  not  used  until  after  the  bank's  acceptance  of  the  draft 
upon  its  arrival  in  the  United  States.  Since  it  required  about  two 
months  for  the  manufacture  of  the  flash  lights,  and  two  weeks 
for  shipment  to  the  United  States,  the  proposed  plan  for  an  order 
amounting  to  $18,000  required  that  $9,000  of  the  line  of  credit  be 
used  for  four  months  longer,  and  that  $9,000  be  used  for  two 
months  longer  than  the  period  during  which  the  company  would 
have  used  $18,000  under  a  60-day  letter  of  credit.  These  calcu- 
lations did  not  allow  for  delays  between  the  arrival  of  the  mer- 
chandise at  Hamburg  and  its  shipment  to  the  United  States,  which 
frequently  had  been  as  long  as  three  weeks.  Although  the  com- 
pany had  to  pay  but  6%  for  the  use  of  the  money,  it  believed 
that  the  actual  cost  of  the  financing  could  be  determined  only  if 
the  cost  were  reckoned  at  10%,  since  this  was  the  amount  which 
the  company  could  earn  on  the  funds  if  they  were  invested  in 
other  branches  of  the  business. 

If  the  Chatham  Importing  Company  advanced  the  funds,  it 
would  also  have  to  considexthe  element  of  risk.  It  had  maintained 
business  relations  with  the  manufacturer  since  its  organization  in 
192 1  and  had  found  him  reliable  and  trustworthy.  An  executive 
of  the  company  upon  a  visit  to  Germany  learned  that  the  manu- 
facturer had  been  established  about  20  years.  The  plant  and 
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equipment  had  been  worth  $150,000  before  the  depreciation  in 
real  estate  values.  The  executive  estimated  that  at  present  price 
levels  it  was  worth  about  $15,000.  There  was  already  a  mortgage 
of  $2,000  upon  the  property.  The  executive  learned  through  Ger- 
man banks  that  the  business  integrity  of  the  manufacturer  was 
high.  It  did  not  believe,  however,  that  it  was  advisable  to  advance 
money  to  the  manufacturer  without  any  security,  for  in  case  the 
plant  were  destroyed  or  the  manufacturer  forced  out  of  business 
by  unforeseen  circumstances,  the  company  would  be  unable  to 
recoup  its  losses. 

One  method  of  obtaining  security  would  be  by  demanding  that 
some  wealthy  German  citizen  guarantee  the  fulfilment  of  the 
contract  or  the  return  of  the  funds.  The  company  was  advised, 
however,  by  a  German  lawyer  that  this  method  was  unsatisfactory 
because  if  the  guarantor  refused  to  make  good  the  losses,  it  would 
be  necessary  to  take  the  dispute  into  the  courts.  He  stated  that 
previous  experience  had  shown  that  wealthy  citizens  were  able 
to  secure  repeated  delays  in  court  actions,  with  the  final  result 
that  the  foreign  importer  received  little  satisfaction  from  the 
guaranty. 

A  second  guaranty  which  the  company  could  obtain  was  a  mort- 
gage upon  the  property  of  the  manufacturer,  which  provided  that 
it  should  act  as  security  for  the  difference  between  the  amount  of 
money  advanced  by  the  Chatham  Importing  Company  and  the 
value  of  the  flash  lights  accepted  by  that  company,  the  value  of 
the  mortgage  to  be  $9,000.  The  legal  charges  for  such  security 
would  be  1  %  of  the  amount  of  the  mortgage.  Provisions  were  to 
be  included  which  would  require  that  the  plant  be  covered  fully 
by  insurance.  Since  the  Chatham  Importing  Company  was  the 
largest  single  customer  of  the  manufacturer,  purchasing  from  25% 
to  50%  of  his  output,  the  manufacturer  was  not  opposed  to  mort- 
gaging his  plant.  The  company  believed  that  this  guaranty  offered 
better  protection  than  the  first,  since  it  gave  a  tangible  security. 
On  the  other  hand,  it  was  not  sure  that  it  would  receive  fair  treat- 
ment if  it  were  necessary  to  foreclose  the  mortgage  through  the 
courts.  It  learned  through  its  representative  of  instances  in  which 
the  German  courts  had  discriminated  against  foreigners.  It  recog- 
nized also  that  the  protection  would  be  of  little  value  should  a 
civil  war  break  out  within  the  country. 
There  was  another  way  in  which  the  German  manufacturer 
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could  be  financed.  A  well-established  and  wealthy  German  ex- 
porter offered  to  finance  the  manufacturer  if  the  Chatham  Import- 
ing Company  guaranteed  to  take  the  flash  lights  at  20  cents  each, 
payment  to  be  made  upon  presentation  of  the  shipping  documents 
at  the  time  of  shipment  to  the  United  States.  Since  the  Chatham 
Importing  Company  already  was  the  largest  customer  of  the  ex- 
porter and  since  the  exporter  took  special  care  in  rectifying  all 
claims  instituted  by  the  Chatham  Importing  Company  for  poor 
quality,  the  Chatham  Importing  Company  recognized  that  this 
method  would  release  it  from  much  risk  encountered  in  advancing 
funds.  It  recognized  also  that  the  German  exporter  might  require 
and  obtain  more  strict  adherence  to  the  standards  of  quality  than 
could  its  own  agent  in  Germany.  If  the  flash  lights  were  unsatis- 
factory, the  exporter  could  refuse  to  take  them  with  less  risk 
than  the  Chatham  Importing  Company.  Disputes  between  the 
manufacturer  and  the  exporter  could  be  settled  more  easily  than 
disputes  between  the  manufacturer  and  the  Chatham  Importing 
Company,  the  settlements  of  which  had  to  take  place  through  the 
agent  of  the  Chatham  Importing  Company  in  Germany.  The 
company,  furthermore,  was  relieved  of  the  necessity  of  using 
$9,000  of  its  line  of  credit  for  a  period  of  two  months. 

On  the  other  hand,  the  cost  of  flash  lights  to  the  company 
would  be  increased  not  only  by  the  additional  2  cents  charged 
by  the  exporter,  but  also  by  the  increased  duty  caused  by  higher 
f.o.b.  cost.  The  summary  of  the  costs  under  this  method  was  as 
follows  • 


Cost  f.o.b  $0.20 

rreignt  003 

Brokerage  and  insurance  002 

Duty  07 

v_' ommission  ...................................  .004 

Indirect  charges   .0279 

Total  $0.3069 


These  additional  costs  would  reduce  the  net  profit  of  the  com- 
pany to  below  y2  cent  a  flash  light,  which  was  a  smaller  profit 
than  the  company  could  afford  to  take. 

Because  the  first  method  enabled  the  company  to  realize  a  larger 
profit,  and  because  it  believed  that  a  mortgage  on  the  plant  offered 
sufficient  security,  the  first  method  of  financing  was  used.  The 
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flash  lights  received  were  of  good  quality  and  the  company 
realized  the  expected  profit  of  about  2  y2  cents  a  flash  light. 

10.  Bedlow  National  Bank 

EXTENDING  CREDIT  TO  A  MANUFACTURER  IN  CZECHOSLOVAKIA 

Since  a  time  shortly  after  the  signing  of  the  armistice,  when  the 
importation  of  goods  from  Europe  became  more  active,  the  Bed- 
low  National  Bank  in  New  York  has  been  experiencing  difficulty 
in  granting  satisfactory  credit  to  its  European  clients.  The  bank 
has  a  foreign  department  which  for  some  time  has  made  a  spe- 
cialty of  acting  as  depository  for  European  companies  exporting 
to  America,  and  of  handling  the  bills  of  exchange,  drafts,  and 
other  documents  necessary  in  the  transactions  between  clients  in 
Europe  and  purchasers  in  America. 

One  of  the  European  exporting  firms  which  has  been  associated 
m  a  business  way  with  the  Bedlow  National  Bank  during  the 
years  before  the  war  manufactured  carpets  and  rugs  in  a  small 
plant  in  Czechoslovakia.  A  large  proportion  of  the  product  of 
this  plant  was  exported,  and  an  important  share  of  the  amount 
exported  came  to  the  United  States.  The  company  was  ac- 
customed to  sell  here  on  open  account,  granting  credit  to  its  cus- 
tomers of  10,  30,  or  60  days  fromTKe  date  that  the  goods  cleared 
the  American  customs.  This  method  of  selling  made  it  necessary 
for  the  company  to  invest  in  raw  material,  labor,  shipping  expense 
to  the  seaport  in  Europe,  ocean  shipping  charges,  and  duties  in 
America,  and  then  wait  up  to  60  days  before  getting  its  money. 

In  pre-war  days  when  credit  was  easily  secured,  when  ex- 
changes fluctuated  but  little,  and  when  the  American  demand  for 
the  company's  products  was  relatively  steady,  this  method  of 
nnancmg  sales  did  not  work  great  hardships  to  the  company  and 
was  satisfactory  to  American  importers.  After  the  war,  however 
when  the  company  wanted  to  resume  relations  with  its  former 
customers  it  found  that  it  did  not  have  capital  sufficient  to 
manufacture  a  quantity  of  floor  coverings  and  finance  their  ship- 
ment to  America  and  their  sale  there  under  the  old  terms,  without 
shutting  down  its  plant  in  Europe  after  each  shipment.  Accord- 
ingy,  the  company  applied  to  the  Bedlow  National  Bank  for  some 
sort  of  credit  secured  by  the  goods  in  transit,  this  credit  to  be 
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essentially  an  advance  to  the  company  in  anticipation  of  payment 
by  the  purchasers  in  America. 

In  attempting  to  solve  the  problem  the  bank  desired  to  grant 
such  credit  as  would  make  dealings  with  America  as  nearly  satis- 
factory as  possible  to  the  European  exporter.  It  looked  with  ap- 
prehension on  ventures  in  Europe,  however,  and  did  not  want  to 
place  itself  in  a  position  where  it  might  be  necessary  to  take  over 
.  the  plant  in  Czechoslovakia.  It,  therefore,  decided  that  no  credit 
n/  should  be  granted  to  the  exporter  before  the  goods  arrived  in  the 
United  States.  There  could  be  credit,  however,  before  the  goods 
passed  the  customs.  It  was  finally  suggested  that  the  bank  offer  to 
credit  the  manufacturer  in  Czechoslovakia  with  the  full  amount 
of  the  sale  price  of  his  merchandise  after  the  merchandise  had 
arrived  in  New  York,  provided  that  the  exporter  carried  in  the 
Bedlow  National  Bank  a  margin  in  collateral  and  in  cash  against 
which  the  bank  could  draw  to  pay  duty,  and  provided  further  that 
the  exporter  give  the  bank  permission  to  write  to  the  purchasers 
of  the  various  consignments  telling  them  that  the  bank  is  financing 
the  operations  of  the  carpet  manufacturer  in  America  and  asking 
them  (not  instructing  them)  to  make  payment  at  the  Bedlow 
National  Bank.  It  was  suggested  that  the  bank  would  not  need 
to  insist  upon  an  assignment  of  the  accounts  in  this  country. 

Does  the  suggested  plan  give  to  the  European  exporter  as 
favorable  terms  of  credit  as  the  bank  could  safely  extend? 


/  i 
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TRANSPORTATION,  WAREHOUSING,  AND 
CUSTOMS  PROBLEMS 

( 
t 

i.  Freight  Forwarding  Company 

BASIS  FOR  CHARGES  BY  CUSTOM-HOUSE  BROKER 

In  1919  the  manager  of  the  foreign  department  of  the  Seattle 
office  of  the  Freight  Forwarding  Company  decided  to  undertake 
the  duties  of  a  custom-house  broker.  A  usual  charge  for  such 
services  was  a  minimum  sum  of  $2  per  non-dutiable  entry  and 
$3  per  dutiable  entry  plus  1  %  of  the  total  duty  paid.  The  man- 
ager  was  considering,  however,  the  adoption  of  a  method  of  bas- 
ing charges  on  services  rendered  by  which  fees  were  to  be  com- 
puted from  records  of  the  time  required  to  attend  to  shipments 
at  the  custom-house  and  at  other  government  bureaus  and  to 
make  computations  at  the  brokerage  office. 

Each  branch  of  the  Freight  Forwarding  Company  controlled 
its  own  policy,  but  was  charged  with  a  part  of  the  overhead 
expenses  of  the  main  office  in  New  York  to  which  it  was  required 
to  pay  all  profits.  The  manager  of  the  Seattle  office  had  special- 
ized in  export  shipments,  but,  in  19 19,  he  was  requested  by 
several  customers  to  perform  the  functions  of  a  custom-house 
broker.  Prior  to  this  time,  the  Freight  Forwarding  Company  had 
supervised  transportation  of  imports  through  its  exclusive  agents 
located  at  shipping  ports  throughout  the  world.  Entering  imports 
into  the  United  States,  however,  had  been  intrusted  to  experienced 
brokers.  The  manager  decided  that  his  continued  refusal  to  per- 
form this  service  might  result  in  the  loss  of  profitable  orders  for 
forwarding,  since  these  brokers  also  offered  transportation  ser- 

Among  other  functions,  a  custom-house  broker  filled  out  cus- 
toms forms  which  called  for  names  of  items  imported,  quantities, 
dutiable  values  according  to  tariff  acts,  classifications  for  duty, 
and  identification  markings  upon  packages.   A  thorough  knowl- 
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edge  of  tariffs  and  of  custom-house  procedure  was  required.  Cor- 
respondence with  the  customer  and  conferences  with  port  appraisal 
officers  in  regard  to  classification  were  involved.  The  broker  had 
to  present  the  filled-in  forms  before  the  appraisal  officer  and  make 
oaths  in  regard  to  source  of  shipment,  packing,  and  correctness 
of  entries  and  to  perform  all  the  many  other  detailed  duties  re- 
quired in  connection  with  entry  of  goods. 

The  manager  of  the  custom-house  brokerage  department  of  the 
Freight  Forwarding  Company  did  not  believe  that  a  brokerage 
on  the  amount  of  duty  paid  fairly  represented  services  rendered. 
A  shipment  of  500  tons  of  96  degree  centrifugal  raw  sugar  valued 
at  $69,933  involved  payment  of  $14,067  in  duty.  One  per  cent 
brokerage  on  this  amounted  to  $141.  A  shipment  received  for  a 
department  store  valued  at  $70,000  might  have  ad  valorem  duties 
of  $40,000.  One  per  cent  brokerage  thereon  amounted  to  $400. 
Since  the  latter  type  of  shipment  usually  was  made  up  of  many 
items  dutiable  at  different  rates,  it  required  a  great  amount  of 
clerical  work  in  computation  and  much  expert  knowledge  of 
tariffs.  The  single  entry  for  sugar  was  a  simple  affair  in  com- 
parison. The  difference  in  value  of  the  services  of  the  custom- 
house broker  was  greater  than  that  represented  by  $259.  Sugar, 
offering  the  importer  a  narrow  margin  of  profit,  could  not  bear 
the  brokerage  charge  so  easily  as  could  department-store  mer- 
chandise on  which  the  selling  price  might  be  50%  more  than 
landed  cost.  High  duty  and  an  additional  brokerage  charge  upon 
the  percentage  basis  made  the  costs  of  imports  excessive  in  many 
instances. 

A  percentage  charge,  or  brokerage  on  duty  paid,  presumably 
was  based  on  the  fact  that  brokers  took  a  credit  risk  by  paying 
duties,  possibly  borrowing  money  to  make  the  payment  and  being 
reimbursed  later  by  the  customer.  The  manager  of  the  foreign 
department  of  the  Freight  Forwarding  Company,  however, 
planned  to  notify  customers  of  the  amount  of  duty  payable  and 
receive  their  checks  before  duties  were  paid.  If  merchandise, 
such  as  food  products  subject  to  spoilage,  was  released  under 
bond,  the  custom-house  broker  was  liable  to  the  government.  He 
was  required  to  furnish  continuous  bond  commensurate  in  amount 
with  the  value  of  the  largest  probable  imported  shipment.  There 
Was  continual  difficulty  in  computing  brokerage  charges  on  the 
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percentage  basis  when  entered  value  was  changed  on  appraisal 
or  reappraisal. 

The  performance  of  custom-house  brokerage  was  justified  only 
if  in  the  long  run  it  insured  profits  either  directly  on  brokerage 
or  from  promotion  of  good-will  among  forwarding  customers.  If 
the  manager  adopted  the  policy  under  consideration,  he  would  be 
criticized  for  undercutting  even  on  such  small  items  as  brokerage 
fees.  By  charging  on  this  basis  for  entries  on  which  the  service 
performed  was  small  but  the  duty  paid  high,  an  opportunity  for 
making  a  profit  was  lost.  The  charge,  however,  on  merchandise 
with  a  low  duty  levy  could  be  increased.  If  necessary,  the  flat 
fee  for  entry  might  be  raised.  Custom-house  brokers  rendered  an 
itemized  bill  for  postage,  correspondence,  and  telegrams  The 
manager  believed  that  such  items  should  be  an  overhead  charge 
included  in  "service  rendered." 

The  reputation  of  the  Freight  Forwarding  Company  in  for- 
warding  importing,  and  exporting  had  been  gained  by  service, 
and  the  foreign  manager  maintained  that  custom-house  brokerage 
which  involved  an  agent's  relation  to  client,  could  be  compensated 
fairly  on  the  basis  of  actual  services  rendered. 

He  increased  the  flat  rate  to  $3  per  non-dutiable  entry  and  to 
$5  per  dutiable  entry,  and  decided  to  charge  for  services  rendered 
on  the  basis  of  the  time  involved  in  effecting  entry  and  clearance. 

2.  Philadelphia  Forwarding  Company 

RECOMMENDATION  WITH  REFERENCE  TO  PROTESTING 

RATES  OF  DUTY 

In  19 1 9  the  Philadelphia  Forwarding  Company  undertook 
custom-house  brokerage  in  addition  to  its  transportation  and  for- 
warding service.  The  company  maintained  offices  in  several 
American  seaboard  cities.  In  December,  1923,  the  meager  of 
the  foreign  department  at  the  San  Francisco  office  was  called  upon 
by  a  regular  customer  in  Philadelphia  to  enter  through  the  San 
Francisco  custom-house  an  initial  shipment  of  21,600  pounds,  net 
weight,  of  frozen  boneless  chicken  from  China.  On  the  basis  of 
information  received  from  his  client,  the  manager  gave  this  ship- 
ment a  valuation  of  $7,267.50.  As  required  by  the  Tariff  Act  of 
1922,  this  valuation  was  the  price  in  the  country  of  origin  at  the 
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time  and  place  of  shipment  of  the  goods  packed  and  ready  for 
shipment,  with  exchange  computed  according  to  the  official  rate 
at  the  time.  With  the  approval  of  the  port  appraisal  officer,  he 
entered  the  merchandise  as  poultry,  dutiable  at  6  cents  per  net 
pound,  a  total  of  $1,296  duty.  When  the  entry  was  liquidated, 
however,  the  collector  of  customs  ruled  that  the  removal  of  bones 
and  freezing  of  the  chicken  were  steps  in  preparation  and  pre- 
servation, and  duty  was  assessed  under  the  classification  of  pre- 
pared or  preserved  poultry,  at  the  rate  of  35%  ad  valorem, 

543*^3* 

The  custom-house  broker  was  obliged  to  decide  whether  to  ad- 
vise his  client  to  accept  the  classification  or  to  "protest."  The 
broker  was  not  and  could  not  be  familiar  with  the  confidential 
details  of  his  client's  transactions.  He  was  expected,  however,  to 
made  recommendations  based  on  his  special  knowledge  of  the 
tariff,  but  he  declined  to  initiate  proceedings  without  his  client's 
authority.  If  the  client  decided  to  protest,  the  protest  had  to  be 
made  within  30  days  after  entry  through  the  custom-house  broker 
to  the  collector  of  customs.  If  the  latter  reaffirmed  his  decision, 
then  the  case  had  to  be  forwarded  to  the  Board  of  General  Ap- 
praisers at  New  York  for  review.  A  lawyer  had  to  be  engaged 
to  prosecute  the  case  in  New  York  at  an  estimated  cost  of  $300. 
It  had  been  the  experience  of  the  custom-house  broker  that  even 
when  a  decision  was  made  in  favor  of  the  importer  by  the  Board 
of  General  Appraisers  the  collector  of  customs  appealed  to  the 
Court  of  Customs  Appeals  in  Washington.  This  involved  further 
legal  representation  in  Washington  at  an  additional  cost  of  ap- 
proximately $300.  The  importer  might  be  called  upon  to  testify 
either  at  New  York  or  at  Washington  or  at  both  places.  Six 
months  might  elapse  before  a  decision  was  reached  by  the  Board 
of  General  Appraisers  at  New  York  and  another  six  months  be- 
fore adjudication  in  Washington. 

The  custom-house  broker  advised  his  client  to  file  a  protest. 
The  reply  stated  that  the  client  was  inclined  to  follow  the  advice, 
especially  since  an  established  portion  of  his  importations  was 
through  Baltimore  and  consisted  of  beef  fillets,  boxed  and  frozen, 
under  the  classification  of  "fresh  beef"  dutiable  at  3  cents  a  pound 

1  Tariff  Act  of  1922,  Par.  712.  "Birds,  dead,  dressed  or  undressed:  Poultry, 
6  cents  per  pound;  all  other,  8  cents  per  pound;  all  the  foregoing,  prepared  or 
preserved  in  any  manner  and  not  specially  provided  for,  35  per  centum  ad 
valorem." 
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instead  of  "prepared  meats"  dutiable  at  20%  ad  valorem  He 
had  been  allowed  the  lower  duty  on  beef  and  thought  he  might 
secure  the  same  on  chicken. 

Acceptance  of  the  higher  classification  on  chicken  at  San 
franasco  avoided  risk  of  an  adverse  decision  and  also  risk  of  any 
question  as  to  the  correctness  of  classification  on  beef  fillets  at 
Baltimore.  If  the  broker  advised  protest,  he  would  be  recommend- 
ing a  course  which  involved  his  client  in  costs  that  ultimately 
might  be  as  large  as  the  difference  in  duty.  The  chicken  had  been 
re  eased  under  bond  while  the  broker  was  considering  the  question 
and  without  doubt  the  merchandise  was  sold.  Although  the  broker 
knew  nothing  of  the  prices  and  marketing  conditions  of  chicken 
he  realized  that  the  customer  might  be  unable  to  make  a  profit 
if  the  higher  duty  was  demanded.  A  protest,  however,  involved 
possibility  of  reclassification  of  beef  fillets  imported  in  Baltimore. 
He  did  not  know  the  quantity  which  had  been  received  from  other 
countries  or  what  plans  for  the  future  the  client  had  made.  He 
might  be  making  an  experiment  in  this  instance,  and  continuance 
of  this  product's  importation  depended  upon  the  classification  for 
duty.  If  the  shipment  were  an  experimental  one,  a  part  of  the 

_i  •  r*    ,  •      ma  .        _  _  _     ^ment  upon  an  equitable  and  final 

classification.  This  would  be  broadcast  through  the  customs'  in- 
formation exchange  at  the  custom-house  in  New  York  Thus 
transactions  could  be  made  on  an  assured  basis. 

The  custom-house  broker  believed  that  it  was  possible  for  his 
client  to  secure  a  final  classification  at  the  rate  of  6  cents  a  pound 
Nevertheless,  if  the  customer  followed  his  advice  to  protest  and 
not  only  lost  the  decision  but  also  ultimately  had  to  pay  higher 
duties  on  beef  fillets,  he  was  likely  to  lose  the  orders  of  his  cus- 
tomer. Moreover,  the  Philadelphia  office  was  not  the  only  one 
affected  by  his  decision,  for  the  customer  used  other  offices  of  the 
company,  both  for  forwarding  and  brokerage,  not  only  on  many 
other  items  of  import,  but  for  domestic  business  and  for  exporting 
The  Philadelphia  Forwarding  Company  had  built  up  a  reputation 
for  satisfactory  service,  as  was  attested  by  the  fact  that  relative 
and  actual  volume  of  foreign  transactions  had  increased  markedly 
m  a  penod  of  general  decline  in  the  export  and  import  trade  in 
the  years  from  1920  to  1923.  On  a  basis  of  service,  over  a  long 
period  of  time,  the  interests  of  the  Philadelphia  Forwarding  Com- 
pany and  of  its  clients  were  the  same. 
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The  custom-house  broker  decided  to  reverse  his  previous  deci- 
sion and  immediately  advised  his  customer  to  accept  the  classi- 
fication on  chicken. 

3.  Durant  Dye  Importing  Company 

DISCONTINUANCE  OF  IMPORTATION  OF  GERMAN  DYES 

The  Durant  Dye  Importing  Company  was  founded  in  1880  in 
Philadelphia  for  the  importation  of  dyestuffs  on  its  own  account. 
In  19 14  imported  dyes  comprised  85%  of  total  sales;  the  balance 
consisted  of  dyes  which  could  not  be  obtained  from  foreign 
sources  and  were  purchased  from  domestic  manufacturers.  In 
1923  circumstances  developed  in  connection  with  the  importation 
of  an  order  for  German  dyes  which  made  it  necessary  for  the 
manager  of  the  Durant  Dye  Importing  Company  to  decide 
whether  or  not  to  continue  importation  of  foreign  dyes. 

During  the  period  1914-1918  importation  of  dyestuffs,  most  of 
which  had  come  from  Germany,  decreased,  and  production  of 
coal  tar  dyes  was  promoted  by  domestic  manufacturers.  Prior 
to  1 9 14  German  companies  had  secured  patents  for  dyestuff 
formulas  from  the  United  States  Patent  Office.  In  19 18  these 
patents  were  seized  by  the  Alien  Property  Custodian  and  sold  to 
the  Chemical  Foundation,  an  association  of  domestic  dye  manu- 
facturers. Heavy  protective  duties  were  levied  against  foreign 
dyes  in  the  Emergency  Tariff  Act  of  192 1,  approved  May  27, 
192 1.  The  McCumber-Fordney  Tariff  Act  of  1922,  passed  Sep- 
tember 21,  1922,  outlined  a  specific  duty  of  7  cents  a  pound, 
plus  60%  ad  valorem.1  In  1923  the  United  States  Attorney  Gen- 
eral entered  suit  in  the  Federal  courts  against  the  Chemical 
Foundation  for  the  return  to  the  government  of  the  German  dye 
patents.  A  condition  of  sale  of  patents  to  the  Chemical  Founda- 
tion  was  that  any  person  who  imported  a  dyestuff  covered  by  the 

1  Tariff  Act  of  192a,  Title  I.,  Par.  28. 

"  ....  45  per  centum  ad  valorem  based  upon  the  American  selling  price  (as 
denned  in  subdivision  (/)  of  section  402,  Title  IV)  of  any  similar  competitive 
article  manufactured  or  produced  in  the  United  States,  and  7  cents  per  pound: 
Provided,  That  for  a  period  of  two  years  beginning  on  the  day  following  the 
passage  of  this  Act  the  ad  valorem  rate  of  duty  shall  be  60  per  centum  instead 
of  45  per  centum.  If  there  is  no  similar  competitive  article  manufactured  or 
produced  in  the  United  States  then  the  ad  valorem  rate  shall  be  based  upon  the 
United  States  value,  as  denned  in  subdivision  (d)  of  section  402,  Title  IV." 
For  summary  of  section  402,  Title  IV,  see  Part  I,  chap,  viii,  pp.  165-167. 


TRANSPORTATION,  WAREHOUSING,  AND  CUSTOMS  415 


German  patents  should  pay  to  the  Chemical  Foundation  10%  of 
the  selling  price.  Record  was  kept  of  importations  at  customs 
ports,  but  prior  to  December,  1923,  the  Durant  Dye  Importing 
Company  had  received  no  requests  for  payment.  In  19 18  it  had 
joined  the  Chemical  Foundation  and  had  erected  a  domestic 
manufacturing  plant.  In  1923,  approximately  15%  of  total  sales 
was  imported  dyes. 

In  May,  1923,  the  Durant  Dye  Importing  Company  received  a 
special  order  for  two  barrels  or  about  1,000  pounds  of  "anthra- 
cene brown."  The  company  had  kept  in  close  touch  with  domestic 
manufacturers  and  believed  that  this  dye  was  not  produced  in 
the  United  States  and,  in  accordance  with  its  policy,  cabled  the 
order  to  a  well-known  German  manufacturer.  The  two  barrels 
arrived  the  middle  of  June  and  a  customs  broker  entered  the 
merchandise.  The  port  customs  office  had  no  appraisal  data  to 
cover  the  shipment,  and  the  appraiser  had  to  communicate  with 
New  York.  When  the  McCumber-Fordney  Tariff  Act  was  passed, 
government  laboratories  in  New  York  were  not  organized  suffi- 
ciently to  appraise  and  test  dyestuffs,  and  an  organization  had 
to  be  developed  under  the  Civil  Service  system.  There  was  a 
delay  in  appraisal  in  New  York,  and  finally,  the  customs  broker 
stated  that  "anthracene  brown"  was  appraised  as  a  competing 
dye. 

The  manager  of  the  Durant  Dye  Importing  Company  had 
estimated  an  American  valuation  upon  which  duty  was  to  be 
levied  at  $1.30  computed  on  the  formula  given  by  the  Tariff  Act 
for  a  non-competing  dye.  This  figure  had  to  be  computed  as  of 
date  of  shipment.2  The  Board  of  Appraisal  in  New  York  classi- 
fied the  item  as  a  competing  dye,  dutiable  at  the  American  selling 
price,  stated  to  be  $2.so.3  Specific  duty,  moreover,  was  to  be  at 
the  rate  of  21  cents  a  pound  instead  of  7  cents  a  pound  because 

2  See  Tariff  Act  of  1922,  Section  402  (d). 

AmJSS?  Sir t6S  T^ff  *A(*  °f  ^  "Title  ^  Section  402.  Value-</)  The 
*5EJ  cLi e"mg  Pnce. of  W  article  manufactured  or  produced  in  the  United 
States  shall  be  the  price,  including  the  cost  of  all  containers  and  coverings  of 
whatever  nature  and  all  other  costs,  charges,  and  expenses  incident  to  placing  the 
merchandise  in  condition  packed  ready  for  delivery,  at  which  such  article  is  freely 
offered  for  sale  to  all  purchasers  m  the  principal  market  of  the  United  States,  in 
the  ordinary  course  of  trade  and  in  the  usual  wholesale  quantities  in  such  market, 
£L ,  e-irnCV  manufacturer,  producer,  or  owner  would  have  received  or 

Ea^SS?8-  t0f.reCeiVe  if°r  uSU,ch  merchan<*ise  when  sold  in  the  ordinary  course  of 

toorS^JSd^  "(St  S? P^f  TqTtitieS:-.at  the  time  of  exportation  of  the 
imported  article.     (See  also  Part  I,  chap,  viii,  pp.  165-167) 
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the  American  product  had  so-called  single  strength,  and  the  im- 
ported product  triple  strength.4 

The  manager  of  the  Durant  Dye  Importing  Company  went  to 
the  New  York  office  of  the  Board  of  Appraisers,  where  he  ob- 
tained, after  several  days'  delay,  the  mimeographed  form  listing 
the  colors  produced  in  the  United  States  corresponding  to  the 
imported  dyes  which  were  called  "competing,"  and  other  mimeo- 
graphed forms  which  listed  colors  not  produced  in  the  United 
States,  called  "non-competing."  He  wrote  to  American  manu- 
facturers requesting  quotations  on  "anthracene  brown"  and  re- 
ceived reports  that  this  was  not  manufactured  in  the  United 
States.  He  stated  to  the  local  customs  collector  that  the  dye  was 
"non-competing";  documentary  proof  was  furnished  by  presen- 
tation of  the  correspondence  from  American  manufacturers.  After 
further  consultation  in  New  York,  "anthracene  brown"  was  clas- 
sified as  a  non-competing  product,  dutiable  at  the  value  declared 
by  the  importer.  The  shipment  was  released  from  bond  on  De- 
cember 14,  1923. 

The  importer  had,  in  the  meantime,  paid  warehouse  charges, 
the  expense  connected  with  trips  to  New  York,  and  customs 
brokerage  expenses  which  were  unusually  large  because  of  the 
extended  term  of  the  discussion.  The  customer  had  waited  more 
than  six  months  for  delivery.  Current  sales  were  being  made  at 
prices  25%  lower  than  at  the  time  of  the  order  in  May.  On  this 
importation,  10%  of  the  selling  price  was  due  the  Chemical 
Foundation.  The  Durant  Dye  Importing  Company  doubted  that 
the  purchaser  would  accept  the  shipment,  not  only  because  of 
the  delay,  but  also  because  current  importations  could  be  secured 
at  a  lower  price. 

This  instance  was  an  example  of  the  difficulties  to  be  met  if 
the  Durant  Dye  Importing  Company  was  to  continue  importa- 
tion of  foreign  dyes,  and  the  management  was  undecided  whether 
or  not  to  pursue  its  former  policy. 

Of  approximately  900  colors,  about  75%  were  produced  in 
the  United  States.  Record  of  this  production  was  kept  on  the 

4  Title  I,  Par.  28.  "That  the  specific  duty  of  7  cents  per  pound  herein  provided 
....  shall  be  based  on  standards  of  strength  which  shall  be  established  by  the 
Secretary  of  the  Treasury,  and  that  upon  aU  importations  of  such  articles  which 
exceed  such  standards  of  strength  the  specific  duty  of  7  cents  per  pound  shall  be 
computed  on  the  weight  which  the  article  would  have  if  it  were  diluted  to  the 
standard  strength,  but  in  no  case  shall  any  such  articles  of  whatever  strength 
pay  a  specific  duty  of  less  than  7  cents  per  pound." 
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customs  reports  and  mimeographed  at  the  New  York  appraisers' 
stores.  Importers  were  not  informed  promptly  of  current  changes, 
and,  therefore,  were  likely  to  misrepresent  unintentionally  Amer- 
ican valuation  figures.  Importers  were  subject  to  a  penalty  of  i  % 
for  each  i  %  of  undervaluation.  Goods  were  confiscated  and  ad- 
ditional heavy  penalties  were  levied  when  there  was  75%  under- 
valuation, since  this  was  presupposed  to  indicate  fraud. 

The  reputation  of  the  Durant  Dye  Importing  Company,  how- 
ever, was  based  on  importation  of  foreign  dyes.  Ultimate  con- 
sumers of  merchandise  were  prejudiced  in  favor  of  German  dyes; 
and  several  customers,  who  preferred  or  who  actually  needed 
foreign  dyes,  demanded  imported  products.  Discontinuance  of  im- 
portation meant  loss  of  these  customers  and  loss  of  sales  in  non- 
competing  dyes.  If  non-competing  dyes  were  purchased  from 
other  importers  and  resold,  selling  prices  might  be  too  high  to 
insure  profits  for  the  Durant  Dye  Importing  Company.  Sales  of 
imported  dyes  were  15%  of  the  total  and  this  volume  was  not 
to  be  disregarded. 

Ad  valorem  duties  were  to  be  reduced  from  60%  to  45%,  on 
September  21,  1924,  according  to  the  Tariff  Act.  Varying  political 
conditions  might  result  in  an  altered  tariff,  but  the  extent  of 
change  or  the  time  it  was  to  take  place  could  not  be  foreseen. 

The  Durant  Dye  Importing  Company  could  continue  importa- 
tion and  sell  the  dye  on  a  cost  plus  profit  basis  or  transfer  the 
goods  without  profit  if  market  prices  declined  before  delivery 
was  made.  To  continue  importation  meant  constant  recurrence 
of  incidents  such  as  that  outlined.  As  domestic  manufacturers 
became  accustomed  to  the  operation  of  the  McCumber-Fordney 
tariff,  domestic  prices  would  become  stabilized.  The  Durant  Dye 
Importing  Company  expected  a  continued  decrease  in  prices. 
Under  these  circumstances  prices  on  foreign  dyes  were  likely  to 
be  too  high  to  offer  keen  competition.  In  1923,  manufacturer* 
were  buying  imported  dyes  in  smaller  quantities  and  more  often. 
The  necessity  for  prompt  delivery  required  increased  stocks  in 
the  warehouses  of  the  Durant  Dye  Importing  Company. 

German  dyes  were  not  so  near  the  standard  or  so  reliable  as 
they  had  been  previously.  Although  this  situation  logically  ought 
to  be  taken  into  consideration  by  the  ultimate  user,  any  variations 
in  quality  reflected  in  reality  on  the  reputation  of  the  importer. 
The  trust  organization  of  the  German  dye  industry  prevented, 
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the  American  product  had  so-called  single  strength,  and  the  im- 
ported product  triple  strength.4 

The  manager  of  the  Durant  Dye  Importing  Company  went  to 
the  New  York  office  of  the  Board  of  Appraisers,  where  he  ob- 
tained, after  several  days'  delay,  the  mimeographed  form  listing 
the  colors  produced  in  the  United  States  corresponding  to  the 
imported  dyes  which  were  called  "competing,"  and  other  mimeo- 
graphed forms  which  listed  colors  not  produced  in  the  United 
States,  called  "non-competing."  He  wrote  to  American  manu- 
facturers requesting  quotations  on  "anthracene  brown"  and  re- 
ceived reports  that  this  was  not  manufactured  in  the  United 
States.  He  stated  to  the  local  customs  collector  that  the  dye  was 
"non-competing";  documentary  proof  was  furnished  by  presen- 
tation of  the  correspondence  from  American  manufacturers.  After 
further  consultation  in  New  York,  "anthracene  brown"  was  clas- 
sified as  a  non-competing  product,  dutiable  at  the  value  declared 
by  the  importer.  The  shipment  was  released  from  bond  on  De- 
cember  14?  19^3* 

The  importer  had,  in  the  meantime,  paid  warehouse  charges, 
the  expense  connected  with  trips  to  New  York,  and  customs 
brokerage  expenses  which  were  unusually  large  because  of  the 
extended  term  of  the  discussion.  The  customer  had  waited  more 
than  six  months  for  delivery.  Current  sales  were  being  made  at 
prices  25%  lower  than  at  the  time  of  the  order  in  May.  On  this 
importation,  10%  of  the  selling  price  was  due  the  Chemical 
Foundation.  The  Durant  Dye  Importing  Company  doubted  that 
the  purchaser  would  accept  the  shipment,  not  only  because  of 
the  delay,  but  also  because  current  importations  could  be  secured 
at  a  lower  price. 

This  instance  was  an  example  of  the  difficulties  to  be  met  if 
the  Durant  Dye  Importing  Company  was  to  continue  importa- 
tion of  foreign  dyes,  and  the  management  was  undecided  whether 
or  not  to  pursue  its  former  policy. 

Of  approximately  900  colors,  about  75%  were  produced  in 
the  United  States.  Record  of  this  production  was  kept  on  the 

4  Title  I,  Par.  28.  "That  the  specific  duty  of  7  cents  per  pound  herein  provided 
.  .  .  .  shall  be  based  on  standards  of  strength  which  shall  be  established  by  the 
Secretary  of  the  Treasury,  and  that  upon  aU  importations  of  such  articles  which 
exceed  such  standards  of  strength  the  specific  duty  of  7  cents  per  pound  shall  be 
computed  on  the  weight  which  the  article  would  have  if  it  were  diluted  to  the 
standard  strength,  but  in  no  case  shall  any  such  articles  of  whatever  strength 
pay  a  specific  duty  of  less  than  7  cents  per  pound." 
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customs  reports  and  mimeographed  at  the  New  York  appraisers' 
stores.  Importers  were  not  informed  promptly  of  current  changes, 
and,  therefore,  were  likely  to  misrepresent  unintentionally  Amer- 
ican valuation  figures.  Importers  were  subject  to  a  penalty  of  i  % 
for  each  i  %  of  undervaluation.  Goods  were  confiscated  and  ad- 
ditional heavy  penalties  were  levied  when  there  was  75%  under- 
valuation, since  this  was  presupposed  to  indicate  fraud. 

The  reputation  of  the  Durant  Dye  Importing  Company,  how- 
ever, was  based  on  importation  of  foreign  dyes.  Ultimate  con- 
sumers of  merchandise  were  prejudiced  in  favor  of  German  dyes; 
and  several  customers,  who  preferred  or  who  actually  needed 
foreign  dyes,  demanded  imported  products.  Discontinuance  of  im- 
portation meant  loss  of  these  customers  and  loss  of  sales  in  non- 
competing  dyes.  If  non-competing  dyes  were  purchased  from 
other  importers  and  resold,  selling  prices  might  be  too  high  to 
insure  profits  for  the  Durant  Dye  Importing  Company.  Sales  of 
imported  dyes  were  15%  of  the  total  and  this  volume  was  not 

_         _  ^  ^^^^^  • 

to  be  disregarded. 

Ad  valorem  duties  were  to  be  reduced  from  60%  to  45%,  on 
September  21,  1924,  according  to  the  Tariff  Act.  Varying  political 
conditions  might  result  in  an  altered  tariff,  but  the  extent  of 
change  or  the  time  it  was  to  take  place  could  not  be  foreseen. 

The  Durant  Dye  Importing  Company  could  continue  importa- 
tion and  sell  the  dye  on  a  cost  plus  profit  basis  or  transfer  the 
goods  without  profit  if  market  prices  declined  before  delivery 
was  made.  To  continue  importation  meant  constant  recurrence 
of  incidents  such  as  that  outlined.  As  domestic  manufacturers 
became  accustomed  to  the  operation  of  the  McCumber-Fordney 
tariff,  domestic  prices  would  become  stabilized.  The  Durant  Dye 
Importing  Company  expected  a  continued  decrease  in  prices. 
Under  these  circumstances  prices  on  foreign  dyes  were  likely  to 
be  too  high  to  offer  keen  competition.  In  1923,  manufacturers 
were  buying  imported  dyes  in  smaller  quantities  and  more  often. 
The  necessity  for  prompt  delivery  required  increased  stocks  in 
the  warehouses  of  the  Durant  Dye  Importing  Company. 

German  dyes  were  not  so  near  the  standard  or  so  reliable  as 
they  had  been  previously.  Although  this  situation  logically  ought 
to  be  taken  into  consideration  by  the  ultimate  user,  any  variations 
in  quality  reflected  in  reality  on  the  reputation  of  the  importer. 
The  trust  organization  of  the  German  dye  industry  prevented, 
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for  the  most  part,  any  competition  among  German  manufacturers. 
It  was,  therefore,  impossible  to  secure  competitive  quality  or 
prices. 

The  Durant  Dye  Importing  Company  decided  to  discontinue  its 
importation  of  foreign  dyes. 

4.  Andrews  Company 

ATTEMPT  TO  LOWER  THE  DECLARED  VALUATION 

OF  MERCHANDISE 

The  Andrews  Company  was  organized  in  192 1  to  act  as  the 
American  agent  for  an  English  manufacturer  of  surgical  supplies. 
Early  in  1923  the  price  of  the  manufacturer  to  the  Andrews  Com- 
pany upon  a  specific  grade  of  finger  cots  was  reduced  from  21 
shillings,  the  catalog  price,  to  17  shillings  6  pence  per  gross  for 
large  orders.  It  was  necessary  for  the  Andrews  Company  to  de- 
termine the  value  at  which  the  future  shipments  should  be  de- 
clared for  dutiable  purposes. 

The  company  imported  annually  merchandise  to  the  value  of 
from  $50,000  to  $260,000.  One  of  the  most  important  of  these 
imports  was  finger  cots  which  were  sold  both  under  the  manu- 
facturer's brand  name  and  unbranded  to  wholesale  druggists, 
hospital  supply  companies,  and  agents  situated  in  the  eastern  and 
middle-western  parts  of  the  United  States.  Previous  to  1923  the 
number  of  finger  cots  imported  by  the  company  had  fluctuated 
between  400  and  600  gross  per  month.  As  a  result  of  the  estab- 
lishment of  new  agencies,  the  company  was  able  to  increase  its 
imports  to  1,000  gross  per  month.  Because  of  the  larger  quantity 
of  purchases,  the  manufacturer  reduced  his  price  to  all  purchases 
which  averaged  1,000  gross  per  month  or  more  from  21  shillings 
to  17  shillings  6  pence  per  gross.  The  Andrews  Company  was  the 
largest  single  purchaser  of  this  article  from  that  manufacturer. 
Usual  wholesale  purchases  amounted  to  from  100  to  500  gross. 
Twenty-one  shillings  remained  the  standard  wholesale  list  price. 
The  manufacturer  had  considered  the  Andrews  Company  as  an 
agent,  not  as  a  wholesaler,  and  therefore  gave  it  a  discount  of 
10%  from  the  list  price.  The  Andrews  Company  was  to  continue 
to  receive  this  discount  on  the  new  price. 

The  duty  which  the  company  had  been  paying  on  the  cots 
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^  °rem  °n  *e  d6Clared  Value  of  21  sw- 
ings, or  5  shillings  3  pence  per  gross1  converted  into  dollars  at 

exchange  prevailing  on  the  day  the  merchandise  was 
shipped  from  England  A  reduction  in  the  declared  valuation  to 

l Lt 1  g^  PTe'  *e  president  of  *e  And'ews  Company  be- 
^S^^    C  imp°rt  dut^  t0  **  d0»-  equiJale^t  of 

cW^T  •  ftement.made  ^  the  manufacturer  that  all  pur- 
nnlfh?  T  ^  q"antlUes  would  receive  the  same  price  made  it 
possible  to  declare  the  cots  at  17  shillings  6  pence 

hSer  In  S^  TT?  W  S*  ****  COtS  Whkh  ~ 
fSZr  f  ♦  ?  ♦  7u.1Ch  *  aCtUally  paid*  The  English  maim- 

STSJSf^1^  ^  Pr°,dU.CtS  in  EngIand  ^ough  "wholesalers. 
He  published  a  catalog  which  contained  the  prices  charged  the 

mht^Z   *  ^       -       6  customs  offices  of  the  port  through 

S h *  ™  C°mpany  imPorted  its  merchandise  and  wis 
used  by  the  customs  officials  for  determining  the  value  of  ti£ 
products  m  England.  The  reduced  price  allowed  foV^antity 
purchases  was  not  published  in  the  catalog.  The  customs  officials 
always  had  refused  to  allow  the  Andrei  Company  to  dXe 

Sc^iT^?"  ^  f°SS  °f  21  less 
sDe^XnnLc?*,  Sf7^  C°Dtended  Mscoxmt  was  a 

3?S?  fiC°DCeST  1°      Aadzem  ComPany.  At  the  time  the  price 
of  the  finger  cots  had  been  reduced  to  17  shillings  6  pence  the 
English  manufacturer  had  made  a  sworn  statement  hpfnr»  ti 
American  consul  in  London,  stating  that  a  similar  price  would  b^ 
offered  to  any  purchasers  who  ordered  1,000  gross  a  monZ  Th£ 

XnXv  He  S?  7^-       ?C  PreSideDt  °f 

company.  He  believed  that  since  the  lower  prices  had  been  re- 

Durlase?Uofe  t  ^  °f  pUrchases>  ™d  *™  other 

purchasers  of  similar  quantities  would  receive  the  same  orice 

fhat he  was  justified  in  declaring  a  value  of  17  shillings  6  pence 

for_dutiable  purposes.  Without  further  invesdgation,^'  5S 

Z&™&'£*Zm££r?  ?{  b0De'  MP,  grass, 
bone,  or  of  which  these  subsSs  w  an^f  t'fcS^?.  £ U  StfaW'  Weeds  or  whaIe 

x9«  r^Uveto  'valSon""'  *"  °f  Section       °{         ariff"  Act  of 
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of  the  first  shipment  of  1,000  gross  was  declared  at  the  rate  of 
17  shillings  6  pence  a  gross. 

The  president  of  the  company  was  notified  immediately  by  the 
customs  officials  that  he  had  undervalued  his  merchandise  and 
was  subject  to  the  fine  for  such  action.2  Although  he  contended 
that  the  price  was  that  which  any  purchaser  of  similar  quantity 
would  pay,  and  showed  the  sworn  statement  to  prove  his  conten- 
tion, the  customs  officials  declared  that  he  had  not  purchased  in 
the  usual  quantities  and  hence  had  to  declare  his  merchandise  at 
the  value  of  orders  of  the  usual  size.  They  maintained  that  the 
sworn  statement  designated  what  the  manufacturer  would  do  and 
not  what  he  did  do. 

The  president  of  the  Andrews  Company  consulted  his  attorney 
and  his  Congressman.  The  Congressman  advised  that  he  appeal 
the  decision  of  the  customs  officials.  The  attorney  advised  that 
the  position  taken  by  the  customs  officials  was  correct. 

Following  the  attorney's  advice,  the  company  paid  the  in- 
creased duty  and  the  fine,  the  latter  alone  amounting  to  20% 
of  the  value  of  the  order,  which  was  set  at  21  shillings  a  gross. 
The  president  decided  to  adopt  the  policy  of  declaring  all  future 
shipments  of  merchandise  at  the  value  listed  in  the  catalog  pub- 
lished by  the  manufacturer,  even  though  these  prices  did  not  take 
into  account  the  agency  discount  which  the  Andrews  Company 
received,  or  the  lower  price  which  it  paid  because  of  quantity 
pur  cnases . 

5.  Beard  Import  Company 

ESTABLISHMENT  OF  A  PRIVATE  BONDED  WAREHOUSE 

The  Beard  Import  Company,  of  Boston,  imported  and  packed 
fruits,  nuts,  raisins,  tapioca,  and  similar  products.  It  sold  85% 
of  the  gross  tonnage  of  its  merchandise  to  wholesale  grocers 
throughout  the  United  States  and  15%  of  it  to  merchants  in 
foreign  countries.  About  50%  of  the  products  which  it  imported 
were  packed  and  branded  by  the  Beard  Import  Company  before 

•  Tariff  Act  of  1922,  Section  489.  "If  the  final  appraised  value  of  any  article 
of  imported  merchandise  which  is  subject  to  an  ad  valorem  rate  of  duty/or  to  a 
duty  based  upon,  or  regulated  in  any  manner  by  the  value  thereof,  shall  exceed 
the  entered  value,  there  shall  be  levied,  collected,  and  paid,  in  addition  to  the 
duties  imposed  by  the  law  on  such  merchandise,  an  additional  duty  of  1  per 
centum  of  the  total  final  appraised  value  thereof  for  each  1  per  centum  that  such 
final  appraised  value  exceeds  the  declared  value  in  the  entry." 
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they  were  resold;  the  remaining  50%  of  its  imported  products 
were  resold  without  being  repacked  or  branded  ? 
Jf.1^  company  had  stored  its  products  in  about  five 
stantial ^uses  located  throughout  the  city.  A  sub- 

FranklPSn     r*  St0red  m  the 

Franklin  Warehouse  Corporation.  In  the  latter  part  of  1022  the 

b^dedTaXu0  ImiT  C°mpany  *tiM  »*  Z 

bonded  warehouse  charges  would  aggregate  about  $55,000  in 

Zt^T  "*S5%  reduCti0D  which  had  J«  £e»  an- 
nounced by  the  warehouse  companies.  He  believed  that  the  com- 
pany could  maintain  a  warehouse  of  its  own  for  approxiniateTv 
^e  same  sun.  and  obtain  various  advantages;  he  dSJSS 
fore  that  the  company  should  investigate  the  possibilities  of 
maintaining  its  own  bonded  warehouse.1 
The  company  had  used  about  the  same  amount  of  space  in 

yean  Durin«      first »™  months  the 
merchandise  kept  in  storage  was  mostly  dried  prunes,  figs,  dates! 

and  £5  be"! 5?  *T         PmdMUed  *  ^  ^itS 
ana  could  be  stored  for  three  or  four  months  without  deteriora- 
tion, huch  products,  which  represented  75%  of  its  purchases 
were  packed  under  the  company's  brand  before  they  were  rS' 

2T2n<l,e.tat  ^  mvDthS  °f  year'  nuts,  citrons!  SSj 
and  coconuts,  most  of  which  were  sold  without  further  packing 

A  portion  of  the  product  to  be  re-exported  was  packed  and 
shipped  from  the  factory  after  it  had  been  entered.  Application 

pS  or  branZ  "5  S  ^  ^  Paid  The  re^ndf  was  not 
uon  Deiore  it  was  re-exported. 

Bonded  warehouse  companies  were  responsible  for  shortases 
in  delivery  of  merchandise  which  had  been  kept  in  storaee  for 

SZtoX^F  T  °r  Oration  *  the 

STSfff  IV  Were  due  t0  MSflgence.  The  experience  of 
the  Beard  Import  Company  had  been  that  it  was  cheaper  to  main- 
tain two  or  three  of  its  own  inspectors  to  examine  all  merchandise, 
which  it  kept  m  these  bonded  warehouses,  rather  than  to  rely" 
onthe  inspection  of  the  warehouse  company.  During  the  winter 

See  Part  I,  chap,  iii,  for  kinds  and  functions  of  bonded  warehouses. 
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months,  when  the  products  spoil  less  quickly,  it  was  necessary 
to  maintain  only  one  inspector. 

The  Beard  Import  Company  learned  that  the  Franklin  Ware- 
house Corporation  might  be  induced  to  lease  a  warehouse  which 
was  large  enough  to  store  all  the  Beard  Import  Company's  prod- 
ucts. This  warehouse  had  a  waterfront  location  within  five  or  six 
city  blocks  of  the  company's  factory.  The  Beard  Import  Com- 
pany believed  that  this  warehouse  could  be  leased  for  $25,000  a 
year  because  the  Franklin  Warehouse  Corporation  was  paying 
high  taxes  on  the  property  and  did  not  utilize  the  warehouse  fully. 

To  concentrate  all  its  merchandise  in  one  warehouse  so  close 
to  the  company's  factory  would  be  desirable  both  from  the  point 
of  view  of  withdrawing  merchandise  from  the  warehouse  quickly 
and  of  combining  different  products  for  shipment  to  one  customer. 
The  possibility  of  a  fire  hazard,  if  all  the  products  were  kept 
under  one  roof,  was  an  important  consideration,  but  fire  walls 
might  be  erected  at  the  cost  of  $3,000  to  $5,000  to  prevent  total 
loss  of  all  the  merchandise  which  the  company  might  have  in 
storage. 

^  Concentration  of  its  merchandise  eliminated  three  or  four  addi- 
tional handlings  which  were  necessary  when  the  merchandise  was 
stored  at  a  distance  from  the  waterfront  and  permitted  the 
product,  especially  if  it  were  perishable  or  crated,  to  be  delivered 
to  customers  in  better  condition.  The  Beard  Import  Company 
could  remove  its  merchandise  at  any  time  from  its  own  bonded 
warehouse  upon  securing  proper  "entry"  from  the  customs  offi- 
cials. Delays  in  removal  of  goods  from  public  warehouses  were 
frequent  when  the  warehouse  companies  were  busy  handling  many 
shipments . 

The  company  often  could  not  procure  the  desired  storage  space 
in  one  warehouse  for  its  merchandise,  which  necessitated  the  use 
of  several  warehouses.  Available  space  was  so  scarce  occasionally 
that  merchandise  had  to  be  placed  in  rooms  where  the  tempera- 
ture or  ventilation  was  not  satisfactory.  Charges  were  based  on 
the  type  of  merchandise  stored  and  not  on  the  amount  of  space 
it  occupied.  It  was  necessary  for  the  Beard  Import  Company  to 
pay  a  minimum  charge  of  one  month's  storage  on  all  articles. 
During  the  periods  when  the  company  kept  its  merchandise  in  a 
warehouse  for  only  a  few  days  before  shipment  to  its  customers, 
these  charges  seemed  unreasonable. 
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estfma^ K  Z  8  J  bl3  S3ving  in  storaSe  ch^es,  the 
estimated  cost  of  labor  and  other  miscellaneous  charges,  including 

a  government  warehouse  inspector,  a  United  States  bond,  a  fore! 

man  shipping  clerk,  general  labor,  a  watchman,  power,  nut  bins 

S^DltrU2%WaS  "l^3^  at  $27>000  as  Wared  with 
$24,000  charged  for  such  service  by  the  general  bonded  ware- 

Pa°nylCSS  ^  ^  ^  *"*  ^  ^- 

th™  ImP°rtf  CTpany  had  in  its  organization  two  or 

SSfn       who  were  familiar  with  all  the  technicalities  of  main- 

;r f  ^ss^ss^  a  nucieus  around  * 

Table  i 

Estimated  Comparative  Warehouse  Costs 
Public  Bonded  Warehouses  I  Own  Warehouse  ==- 

sforaee $24,000.00      Labor  and  Miscellaneous.  .$37,000  00 
Z,    ,ge    3»,ooo.oo      Rent    , 

Total  tssZZZ  $jfS 

The  estimated  figures  for  storage  in  public  warehouses  were 

S  TD^  dBU?es  °f  Franklin  Warehouse  Corporation, 
bmaller  bonded  warehouse  companies  quoted  lower  rates  on  most 
of  the  articles  which  the  Beard  Import  Company  imported  If 
the  rates  of  these  other  companies  were  used  in  computing  ware- 

L75^~ figure  might  be  *~  °< 

volve  rLUkat!nntShin  ^  ^  °f  tactions  might  in- 

volve  risk  m  the  maintenance  of  its  own  warehouse  because  the 

warehouse  might  not  be  utilized  fully.  Fluctuations  in  crops  in 

the  past  had  influenced  only  slightly  the  amount  of  the  company's 

purchases.  Purchases,  moreover,  were  made  from  various  coun- 

ZSSS?.  r  8    6  ^  ^  SpaiD'  and  Central  A™*™- 
wTs  £XablPe00r  Cr°PS  m  a"  thCSe  C0UDtrieS  at      ^  time 
The  Beard  Import  Company  believed  that  the  several  ad 
vantages  of  maintaining  its  own  bonded  warehouse  would  warrant 
a  rental  as  high  as  $30,000  for  its  own  warehouse.  In  December 

an2o^eto^rnafr^  ^  Beard  Import  made 
an  offer  to  the  Franklin  Warehouse  Corporation  of  $25,000  a 

year  for  a  10-year  lease  for  the  use  of  the  warehouse 
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6.  Duerr  Soap  Company 

ORGANIZATION  OF  MANUFACTURERS  FOR  TARIFF 
AND  OTHER  PURPOSES 

Immediately  after  the  passing  of  the  Tariff  Act  of  1922  in 
September,  .9„,  about  ,00  manufacturers  of  soap,  including  the 
Duerr  Soap  Company,  one  of  the  largest  soap  manufacturers  in 
the  United  States,  contemplated  establishing  in  Washington  a 
"Bureau  of  Raw  Materials,"  an  organization  "for  the  purpose  of 
research  and  the  advancement  of  economic  policies  that  would 
promote  the  development  of  the  oils,  fats,  and  oil  bearing,  pro- 
ducing,  and  manufacturing  industries  of  the  United  States  in 
domestic  and  foreign  markets."1  The  principal  domestic  and 
imported  oils  and  greases  used  by  soap  manufacturers,  some  of 
whom  manufactured  oleaginous  food  products,  as  well  as  soap, 
included  in  the  edible  group:  hog  lard,  oleo  oil,  oleo  and  lard 

corn  oil,  olive 

oil,  and  coconut  oil;  and  in  the  industrial  group:  inedible  tallow, 
all  greases,  degras,  neatsfoot  oil,  all  fish  oils,  whale  oil,  palm  oil, 
and  soya  bean  oil.  Under  the  Tariff  Act  of  19 13,  peanut  oil,  corn 
oil,  olive  oil,  degras,  neatsfoot  oil,  fish  oils,  and  whale  oil  were 
the  only  ones  which  could  not  be  imported  free  of  duty. 

W^i till  jfH-Ti  incrccisc  in  the  demand  for  edible  oils  for  use  in  food 
products  and  the  growth  in  the  soap  industry,  the  importation  of 
oils,  both  edible  and  industrial,  increased  as  shown  in  Table  1. 

The  producers  of  oils  and  fats  in  the  United  States  stated  that 
about  30%  of  the  American  production  of  edible  and  about  6% 
of  the  industrial  oils  were  exported.  These  producers  believed 
that  there  was  enough  of  most  of  the  oils  and  greases  used  by 
soap  manufacturers  in  the  United  States  to  take  care  of  their 
requirements  without  importations  from  abroad.  The  dairymen 
and  packers,  consequently,  through  the  organizations  in  Wash- 
ington which  they  had  formed  to  guard  their  interests,  succeeded 
in  having  a  duty  placed  in  the  Tariff  Act  of  1922  cm  practically 
all  of  the  edible  and  industrial  oils  and  fats  used  by  soap  manu- 
facturers  except  palm  oil  and  inedible  tallow.  Furthermore,  the 
duty  on  those  oils  and  fats  which  were  dutiable  under  the  1913 
Tariff  Act  was  increased  as  shown  in  Table  2. 


1  Pamphlet  of  May,  1924,  Purpose,  Summary  of  Work,  and  Organization  of  th$ 
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Table  2 


TIttttttc  TTMrkTru  Ta'Dttpi?  Ar"rc  rm  mrt  a xtti  ron* 
UUTIES  UNDER  1 AKIFF  ACTS  OF  I913  AND  1 92  2* 


1913 

1922 

PcHnu t  oil •••*•«••• 

 6  cents  a  gallon 

4     cents  a  pound 

Olive  oil  •  *  ■  »#*•*•••«  ■ 

 20  cents  a  gallon 

6>£  cents  a  pound 

r<is  *••••*#««••••* 

 J4  cent  a  pound 

Yz  cent  a  pound 

 3  cents  a  gallon 

20%  ad  valorem 

W  li&lc  oil  ••••«••»•>• 

6-10  cents  a  gallon 

Tariff  Act  of  1913,  sections  44-45;  Tariff  Act  of  1922,  sections  53-54- 


In  the  opinion  of  soap  manufacturers  the  problem  of  the  Amer- 
ican producers  of  oils  and  fats  was  to  merchandise  their  export- 
able surplus  at  favorable  prices  rather  than  to  attempt  by  higher 
tariff  to  protect  domestic  production.  The  attitude  of  the  soap 
manufacturers  is  given  in  a  pamphlet2  issued  by  the  proposed 
Bureau  as  follows: 

When  the  European  markets,  which  were  edible  oil  markets,  were 
depressed  by  reason  of  the  European  buyers  having  got  their  supplies 
of  edible  fats  and  oils  for  manufacture  into  commodities  which  compete 
with  American  edible  oils  and  greases  at  cheaper  prices  because  Ameri- 
can buyers  could  not  compete  with  them,  edible  oils  and  fats  should  sell 
at  a  lower  price  scale  in  American  markets.  Similarly  industrial  oils 
and  fats  would  sell  at  a  correspondingly  lower  scale. 

If  unfavorable  market  conditions  existed  for  the  edible  grades,  the 
effect  of  them  was  manifest  almost  at  once  in  the  market  for  the  indus- 
trial grades.  The  interest  of  American  producers  of  the  industrial 
grades  of  oils  and  fats  was  identical  with  American  producers  of  prime 
edible  oils  and  fats  in  opposing  a  tariff  policy  which  diverted  foreign 
oils  and  fats,  shut  out  of  America  by  tariff  barriers,  into  the  export 
markets  for  the  great  exportable  surplus  of  American  edible  oils  and 

jfcl  t.S. 

Since  nothing  prevented  the  use  of  prime  edible  oils  and  fats  in  the 
manufacture  of  inedible  products,  except  the  reluctance  of  the  producers 
of  high-grade  edible  oils  and  fats  to  sacrifice  their  value  when  they 
were  sold  for  such  usage,  it  was  readily  apparent  that  any  unusual  cir- 
cumstances which  might  tend  to  aggravate  the  undesirable  market 
conditions  under  the  1922  tariff  act,  such  as  the  outturn  of  a  normal 
cotton  oil  production  in  the  United  States,  would  demonstrate  com- 
pletely the  effect  of  duties  upon  foreign  oils  and  fats. 

To  combat  the  influence  of  the  organizations  of  the  dairy 
farmers  and  packers  from  advancing  legislation  which  soap  manu- 
facturers considered  unwise,  the  latter  proposed  to  form  the 

2  Pamphlet  of  May,  1924,  Purpose,  Summary  of  Work,  and  Organization  of 
the  Bureau  of  Raw  Materials, 
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Bureau  of  Raw  Materials.  Most  of  the  soap  manufacturers, 
including  the  Duerr  Soap  Company,  were  associated  already  in 
the  Soap  Division  of  the  Specialty  Manufacturers  Association 
which  was  organized  to  establish  ethical  principles  concerning  the 
marketing  and  manufacturing  of  specialty  products.  The  Bureau 
of  Raw  Materials  would  confine  itself  to  tariff  matters  which 
were  too  voluminous  and  detailed  for  the  Specialty  Manufacturers 
Association  to  take  care  of,  to  special  problems  connected  with 
investigations  on  conditions  in  the  raw  material  producing  coun- 
tries, to  securing  statistical  information  and  to  performing  other 
services  that  can  best  be  done  by  an  organization  in  Washington 
where  close  contact  can  be  made  with  government  bureaus  that 
deal  with  both  the  technical  and  commercial  aspects  of  raw  mate- 
rials, such  as  the  Bureau  of  Foreign  and  Domestic  Commerce  and 
the  Bureau  of  Standards  in  the  Department  of  Comr  nerce  1  and 
the  various  bureaus  of  the  United  States  Department  of  Agri- 
culture, such  as  the  Bureau  of  Chemistry. 

The  Bureau  of  Raw  Materials  was  to  keep  a  record  of  prices 
of  all  oleaginous  materials  in  domestic  and  foreign  markets.  It 
was  to  watch  for  misstatements  of  facts  in  newspapers  and  peri- 
odicals concerning  vegetable  oils  and  correct  them  in  order  that 
the  public  might  not  gain  an  unfavorable  impression  regarding 
the  soap  industry.  It  was  to  contribute  to  the  tariff  commission 
information  which  could  not  be  obtained  from  other  sources.  The 
Bureau  of  Raw  Materials  did  not  plan  to  investigate  the  tariff 
with  the  possibility  of  recommending  reductions  in  duty  on  other 
products  such  as  cresylic  acid,  which  the  Duerr  Soap  Company 
alone  imported  for  use  in  the  manufacture  of  one  of  its  brands 
of  soap.  The  cost  to  establish  and  maintain  such  a  bureau  in 
Washington  was  estimated  to  be  about  $30,000  a  year.  It  was 
to  be  supported  by  voluntary  contribution.  Companies  the  size 
of  the  Duerr  Soap  Company  were  expected  to  donate  about 

$T    PArt    O  iraot* 
1,500  d  ycdr. 

The  Duerr  Soap  Company  manufactured  colored  soaps  and 
soap  products.  About  10  years  previous  to  1922,  90%  of  the 
oils  and  fats  used  by  the  Duerr  Soap  Company  in  the  manufac- 
ture of  its  soap  were  purchased  from  domestic  producers  of 
industrial  oils,  and  10%  were  imported.  The  imported  oil  was 
mostly  coconut  oil,  90%  of  which  was  obtained  from  the  Philip- 
pine Islands,  and  the  remainder  from  Ceylon.   It  also  imported 
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some  palm  oil  from  West  Africa.  In  1922,  the  company  was 
using  50%  imported  and  50%  domestic  industrial  oils  and  greases 
in  its  products.  About  90%  of  the  imported  oil  was  palm  oil 
from  West  Africa,  and  the  other  10%,  coconut  oil.  All  the  coco- 
nut oil  was  purchased  in  the  Philippine  Islands  after  the  inaugura- 
tion of  the  1922  Tariff  Act  because  coconut  oil  could  be  imported 
from  there  free  of  duty. 

The  Duerr  Soap  Company  was  not  affected  by  the  Tariff  Act 
of  1922  because  the  only  oil  which  it  imported  was  palm  oil,  and 
that  bore  no  duty.  The  executives  of  the  company  expected, 
however,  that  the  organizations  of  the  farmers  and  packers  in 
Washington  might  try  to  have  a  duty  placed  on  all  oils.  If  it 
supported  the  Bureau  of  Raw  Materials,  the  Duerr  Soap  Com- 
pany could  use  its  influence  to  prevent  the  placing  of  a  duty  on 
the  oils  and  greases  which  it  imported.  The  Bureau  of  Raw 
Materials  would  present  the  unified  complaints  of  soap  manu- 
facturers  and,  therefore,  would  make  more  impression  upon  con- 
gressional representatives  than  would  be  possible  through  any 
individual  effort. 

By  joining  with  other  soap  manufacturers  in  an  attempt  to 
maintain  a  lobby  organization  in  Washington,  the  Duerr  Soap 
Company  might  incur  ill  will,  since  undesirable  publicity  might 
be  given  to  the  Duerr  Soap  Company  by  the  dairy  farmers  and 
packers  who  favored  a  tariff  on  oleaginous  materials. 


XIV 


DISTRIBUTION  OF  IMPORTED  PRODUCTS 
1.  Standish  Importing  Company 

DISTRIBUTION  OF  COCOA  BEANS  THROUGH  BROKERS 

The  Standish  Importing  Company  was  established  in  Boston 
m  192 1  to  import  cocoa  beans  and  other  raw  materials  from 
foreign  producers  for  sale  directly  to  manufacturers  of  cocoa  and 
chocolate  in  New  England.  Sales  were  made  by  the  personal 
solicitation  of  the  general  manager  and  his  assistant.  The  gen- 
eral manager,  who  understood  the  production  and  marketing  of 
cocoa  beans  from  his  experience  in  Brazil,  was  inexperienced  in 
the  sale  of  cocoa  in  the  United  States.  Sales  of  this  product  did 
not  develop  satisfactorily.  In  1923,  therefore,  a  new  general 
manager  was  employed.  In  his  opinion  the  company  had  adopted 
an  unsatisfactory  method  of  distribution  of  cocoa  beans  and  he 
advised  a  change  in  policy  to  distribution  through  brokers. 

The  total  consumption  of  cocoa  beans  in  the  United  States  was 
approximately  3,000,000  bags  annually.  Of  this  quantity  about 
25%  was  consumed  in  New  England.  Previous  to  the  establish- 
ment of  the  Standish  Importing  Company  in  192 1  there  had  been 
no  cocoa  importers  or  brokers  in  that  territory;  all  cocoa  was 
purchased  through  brokers  in  New  York.  Ninety  per  cent  of  the 
cocoa  beans  used  in  the  United  States  were  purchased  through 
New  York  brokers  who  did  not  import  upon  their  own  account 
but  who  sold  for  importers  and  dealers.  At  the  time  that  the 
company  was  incorporated  in  192 1,  it  was  believed  possible  to 
sell  cocoa  directly  to  purchasers  rather  than  through  brokers. 
The  establishment  of  new  shipping  lines  made  it  possible  for  cocoa 
to  be  brought  directly  into  New  England.  In  sales  of  spot  cocoa 
the  Standard  Importing  Company  would  have  an  advantage  over 
the  New  York  importer  by  saving  the  freight  from  New  York, 
which  amounted  to  from  25  cents  to  30  cents  a  hundred  pounds. 
The  price  of  cocoa  beans  normally  fluctuated  between  6  and  10 
cents  a  pound.  A  preliminary  investigation  made  by  the  general 
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manager  before  the  incorporation  of  the  company  led  him  to 
believe  that  the  manufacturers  were  not  opposed  to  buying  di- 
rectly from  an  importer  rather  than  from  brokers.  The  general 
manager  estimated  that  he  could  sell  at  least  10%  of  the  quantity 
of  cocoa  used  in  the  territory. 

Because  of  the  inexperience  of  the  general  manager  in  selling 
cocoa,  the  company  had  been  confronted  immediately  upon  or- 
ganization with  an  unexpected  difficulty.   Since  the  only  city  in 
the  United  States  in  which  there  was  a  cocoa  market  was  New 
York,  it  was  necessary  to  base  the  price  of  cocoa  in  New  England 
on  the  market  price  at  which  brokers  were  selling  in  New  York. 
Over  50%  of  the  cocoa  consumed  in  the  United  States  was  sold 
by  the  three  largest  brokers  in  New  York.  The  Standish  Import- 
ing Company  sold  only  4,000  bags  during  1 92 1 .  Since  the  market 
price  fluctuated  even  within  a  single  day,  the  company  had  found 
no  satisfactory  way  of  ascertaining  the  daily  price  in  New  York 
City.  Since  the  company  was  competing  directly  with  the  brokers 
in  that  city,  it  could  not  receive  correct  current  information  from 
them  as  to  price.   The  only  basis  which  the  company  had  for 
determining  price  was  the  Brazilian  quotations.    Speculators  in 
New  York,  however,  purchased  substantial  quantities  of  cocoa 
at  times  when  prices  were  low;  these  stocks  frequently  were  sold 
after  a  rise  in  prices  had  taken  place,  the  actual  sale  often  being 
consummated  at  a  price  somewhat  lower  than  the  quotations  for 
that  day  in  Brazil.  When  a  consumer  notified  the  Standish  Im- 
porting Company  that  he  desired  to  purchase  cocoa,  the  Standish 
Importing  Company,  having  no  knowledge  of  the  prices  which 
existed  that  day  in  New  York,  quoted  a  price  based  upon  the 
Brazilian  quotation,  only  to  find  that  its  price  had  been  so  much 
above  the  market  price  quoted  in  New  York  that  its  product 
was  not  considered.   In  other  instances,  when  spot  cocoa  beans 
in  New  York  were  high  because  of  small  stocks,  the  company  had 
found  that  it  often  had  quoted  a  price  which  was  low  when  com- 
pared with  the  New  York  prices.  The  situation  was  made  even 
more  difficult  by  the  fact  that  prices  quoted  by  New  York  brok- 
ers to  purchasers  of  several  thousand  bags  were  different  from 
those  quoted  to  purchasers  of  a  few  hundred  bags. 

The  new  general  manager  contended  that  the  method  of  direct 
distribution  without  brokers  was  also  unsatisfactory  for  another 
reason.  The  majority  of  the  manufacturers  and  other  users  of 
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cocoa  beans  were  accustomed  to  purchase  from  brokers  because 
of  the  satisfactory  service  which  had  been  rendered  by  them. 
The  brokers  attempted  to  determine  the  reliability  of  importers, 
decided  whether  or  not  the  cocoa  beans  being  delivered  met  the 
qualifications  of  the  contract,  and  frequently  gave  the  purchaser 
information  as  to  the  conditions  of  the  crops.  The  company 
found  it  difficult  to  convince  consumers  of  its  own  reliability. 

Previous  experience  of  manufacturers  and  users  of  cocoa  beans 
with  many  direct  importers  had  been  unsatisfactory.  Since  it 
was  customary  for  users  of  cocoa  to  contract  for  their  needs  three 
or  six  months  in  advance,  speculators  and  importers  of  no  finan- 
cial responsibility  had  engaged  in  the  business  temporarily  and 
sold  cocoa  for  future  delivery.  They  frequently  did  not  deliver 
the  cocoa  unless  the  purchase  price  had  declined  by  the  date  of 
delivery  to  the  point  where  they  could  make  a  profit.  In  order 
to  obtain  orders  directly  from  consumers,  it  frequently  had  been 
necessary  for  the  Standish  Importing  Company  not  only  to  prove 
its  financial  responsibility,  but  also  to  offer  a  lower  price  than  that 
quoted  by  the  broker. 

Another  advantage  of  selling  through  brokers  was  that  con- 
sumers customarily  required  several  grades  of  cocoa  at  one  time. 
The  Standish  Importing  Company  followed  the  customary  prac- 
tice of  selling  only  two  or  three  grades.  The  purchaser  preferred 
to  give  his  entire  order  to  a  broker  and  to  allow  him  to  distribute 
it  rather  than  to  be  troubled  by  interviewing  the  representatives 
of  several  importing  companies.  It  was  also  pointed  out  that  the 
Standish  Importing  Company  could  continue  to  bring  its  cocoa 
beans  into  New  England  if  it  sold  through  New  York  brokers. 
If  it  should  sell  through  New  York  brokers,  it  would  still  have 
the  advantage  on  sales  from  stock  of  the  saving  in  freight  from 
New  York.  It  would  also  be  able  to  give  quicker  deliveries. 

There  were  several  possible  objections  to  changing.  It  would 
cost  the  Standish  Importing  Company  1  %  of  net  sales  to  dis- 
tribute through  brokers.  Little  reduction  in  overhead  would 
result  from  the  change.  It  was  difficult  for  a  recently  established 
company  to  secure  a  responsible  broker.  The  reputation  of  the 
broker  and  the  good-will  of  his  customers  depended  upon  the 
willingness  of  the  importers  to  fulfil  their  contracts  regardless  of 
the  profit  or  loss  which  resulted.  It  was,  consequently,  of 
the  greatest  importance  to  the  brokers  to  be  agents  only  for  re- 
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sponsible  importers.  Newly  established  importers,  or  those  whose 
financial  stability  was  not  proved,  frequently  had  to  content 
themselves  with  brokers  who  were  not  widely  known. 

A  further  objection  to  the  policy  of  marketing  through  brokers 
was  that  the  latter  distributed  as  they  desired  the  orders  which 
they  received.  If  a  customer  offered  to  purchase  a  quantity 
of  cocoa  beans  at  a  definite  price,  the  broker  was  not  obligated 
to  transmit  this  offer  to  all  cocoa  importers.  This  distribution 
might  be  affected  by  the  broker's  personal  desires  and  prejudices. 
Another  disadvantage  occurred  in  times  of  business  depression; 
if  an  importer  attempted  to  increase  his  sales  by  personal  solicita- 
tion of  customers,  he  gained  the  ill  will  of  his  brokers  because 
he  was  taking  from  them  possible  commissions.  After  business 
conditions  improved,  the  brokers  would  not  be  likely  to  favor 
him  in  any  transaction. 

The  company  decided  to  change  its  methods  of  distribution 
by  selling  through  brokers. 


2.  Strachey  Tea  and  Coffee  Company 

A  PROPOSED  PLAN  FOR  NATIONAL  ADVERTISING  OF  TEA 

The  Strachey  Tea  and  Coffee  Company  was  a  large  coffee- 
roasting  and  tea-packing  company  which  sold  high-grade  teas  and 
coffees  under  a  nationally  advertised  brand.  The  company  im- 
ported annually  between  26,000,000  and  27,000,000  pounds  of 
coffee  and  about  500,000  pounds  of  tea. 

The  competitors  of  the  Strachey  Tea  and  Coffee  Company  sold 
tea  under  nationally  advertised  brands  and  under  private  brands 
of  wholesalers,  chain  stores,  and  retailers.  The  competitors  con- 
sisted both  of  companies  specializing  in  tea  and  companies  selling 
both  tea  and  coffee.  Because  of  the  relatively  small  quantity  of 
tea  sold  by  the  Strachey  Tea  and  Coffee  Company,  it  did  not 
hold  so  important  a  position  in  the  tea  trade  as  it  held  in  the 
coffee  trade.  It  was  one  of  the  six  largest  coffee-roasting  com- 
panies in  the  United  States. 

In  19 19  the  National  Coffee  Roasters  Association  appointed 
a  joint  coffee  trade  publicity  committee  to  supervise  a  national 
advertising  campaign.  The  funds  for  conducting  this  campaign 
came  from  two  sources:  First,  a  tax  of  about  2  cents  a  bag  was 
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levied  by  the  state  of  Sao  Paulo  against  all  coffee  exported  from 
Brazil;  second,  voluntary  contributions  were  made  by  coffee 
roasters  who  were  members  of  the  National  Coffee  Roasters  Asso- 
ciation and  by  a  few  green  coffee  merchants  in  the  United  States. 
The  funds  received  from  the  tax  placed  upon  Brazilian  coffee 
had  amounted  annually  to  from  $200,000  to  $250,000.  The 
money  contributed  by  coffee  roasters  and  green  coffee  merchants 
had  amounted  to  from  $40,000  to  $50,000  annually. 
^  The  "Sociedade  Promotora  da  Defesa  do  Cafe,"  an  organiza- 
tion consisting  largely  of  Brazilian  coffee  growers,  appointed  a 
representative  who  worked  with  the  joint  trade  publicity  com- 
mittee of  the  National  Coffee  Roasters  Association.  It  had  been 
,  agreed  between  the  Sociedade  Promotora  da  Defesa  do  Cafe  and 
the  National  Coffee  Roasters  Association  of  the  United  States  that 
the  American  contributions  should  pay  all  office  expense  and 
advertising  agency  commissions.   This  made  it  possible  for  the 
funds  supplied  by  the  Brazilian  growers  to  be  spent  only  for 
actual  advertising.    These  funds  were  spent  for  advertising  in 
newspapers  in  all  parts  of  the  United  States,  for  circulars  and 
pamphlets,  and  for  a  weekly  bulletin  distributed  to  about  5,000 
wholesale  grocers.   In  addition  to  this,  $40,000  had  been  spent 
for  a  comprehensive  survey  of  the  physiological  and  nervous 
effects  of  coffee  drinking.  The  campaign  had  attempted  also  to 
counteract  the  advertisements  of  companies  manufacturing  coffee 
substitutes.  It  was  the  opinion  of  the  members  of  the  National 
Coffee  Roasters  Association  that  by  1924  this  latter  object  had 
been  attained. 

In  the  fall  of  1924,  it  was  uncertain  whether  the  cooperative 
campaign  would  be  continued.  The  National  Coffee  Roasters 
Association  did  not  know  whether  Brazilian  coffee  interests  de- 
sired to  continue  their  part  of  the  contribution.  Although  the 
$40,000  to  $50,000  contributed  by  the  coffee  roasters  and  green 
coffee  merchants  had  been  collected  each  year,  the  amount  had 
been  raised  in  1924  with  great  difficulty.  The  contributors  of 
former  ye.ars  had  contended  that  since  contributions  were  not 
being  made  by  all  the  coffee  roasters,  it  did  not  seem  fair  for  a 
few  to  continue  to  bear  the  burden.  Several  of  them  had  stated 
also  that  the  increased  demand  resulting  from  the  advertising 
had  caused  prices  of  green  coffee  to  rise,  and  that  it  was  unwise 
to  continue  to  increase  the  consumption  when  such  increased 
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consumption  resulted  in  an  increase  in  price.  Other  coffee  roast- 
ers contended  that  the  increased  consumption  of  coffee  had  not 
been  the  result  of  the  advertising  but  had  been  the  result  of  the 
national  prohibition  law. 

The  consumption  of  coffee  in  the  United  States  had  been  as 
shown  in  Table  i. 

Consumption  of  Coffee  in  the  United  States,  1900-1924* 


Bags  of 
60  Kilos 


1900-1901   5,844,000 

I904~*905   6,688,000 

1909-1910   7,277,000 

I9**~*9*2   6,759,000 

I9I3"I9I4   7>540,ooo 

1915-1910   8,849,000 

1917-1918   8,595,000 

1919-  1920   9,647,000 

1920-  192 1   9,696,000 

1921-  1922   9>545>ooo 

1922-  1923   9)730,ooo 

1923-  1924  10,758,000 

•  Nortz  &  Company,  Coffee  and  Sugar  Facts,  pp.  28-29.  " 

Table  2  shows  the  world's  production  of  coffee  from  1920  to 
1925. 

*"\,  *  A  BLF,  2 

World  Production  of  Coffee,  1920-1925* 

(In  number  of  bags) 


Year 

Brazil 

Countries  Other 
Than  Brazil 

Total  World 
Production 

1920 — 192 1 

14,496,000 

5,787,000 

20,283,000 

192 1— 1922 

12,062,000 

6,926,000 

19,788,000 

1922— 1923 

10,194,000 

5,705,000 

15,809,000 

1923— 1924 

14,864,000 

6,888,000 

21,752,000 

1924— I925t 

13,900,000 

6,250,000 

20,150,000 

t  E50titma?cdCOInPa,ly•  C0S"  ^  SUtar  F(WtS'  PP"  28"29- 


The  quantity  of  tea  used  in  the  United  States  was  small  when 
compared  with  the  consumption  of  coffee  and  also  when  com- 
pared with  the  consumption  of  tea  in  other  countries.  While 
the  per  capita  consumption  of  coffee  in  the  United  States  had 
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been  11.57  pounds  in  1923  and  12.47  pounds  in  1924,  the  con- 
sumption of  tea  had  been  .85  pounds  in  1923  and  .93  pounds  in 
1924.  In  1922,  the  consumption  of  tea  in  Australia  was  about 
10  pounds  per  capita,  Great  Britain  8  pounds  per  capita,  and  in 
Canada  5  pounds  per  capita. 

A  comparison  of  the  annual  consumption  of  tea  in  the  United 
States  with  that  in  the  United  Kingdom  for  the  years  1900-1923 
is  shown  in  Table  3. 

Table  3 

Consumption  of  Tea  in  the  United  States  and  in  the  United 

Kingdom,  1900-1923* 
(Pounds  per  capita) 


Year 

United  States 

United  Kingdom 

1900  

•  •  •  •  *  *  •  *  •  •  .  . 

1.09 

6.07 

1905  

1. 19 

6.02 

•89 

639 

•  9  ^ 

(not  available) 

•  ^4 

8-35 

8.68 

•  77 

8.66 

.88 

8. 16 

*  Tea  and  Coffee  Trade  Journal,  May,  1924,  p.  635. 


The  total  exports  of  teas  from  producing  countries  for  the 
years  192 1,  1922,  and  1923  was  as  shown  in  Table  4. 

Table  4 

Total  Exports  of  Teas  from  Producing  Countries  for  the  Years 

1921,  1922,  1923* 

(In  number  of  pounds) 


Country 

192 1 

1922 

*f  — o 

Formosa  »••••••*••> 

j ava ............... 

317,566,856 

162,347,353 
10,128,000 
25,502,000 
67,652,000 
9,325,140 

294,302,866 
171,807,581 
20,089,683 
28,917,300 
80,713,600 
14,270,661 

350,391.120 
181,930,731 
13,500,000 
26,250,000 

90,744,000 

16,281,000 

*  Tea  Association  of  the  United  States  of  America. 


Because  of  the  possibility  of  increasing  tea  consumption  in  the 
United  States,  the  India  tea  growers  in  the  first  part  of  1924 
were  advertising:  extensively  in  the  daily  newspapers.  This  cam- 
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paign  was  carried  on  under  the  auspices  of  the  India  Tea  Planter 
Association.  The  funds  for  this  advertising  were  secured  by  a 
tax  of  6  annas,  or  approximately  12  cents,  per  100  pounds  placed 
upon  the  tea  produced  in  India.  The  total  amount  spent  in  the 
United  States  was  about  $200,000.  The  manager  of  the  tea 
department  of  the  Strachey  Tea  and  Coffee  Company  had  been 
informed  that  because  of  the  advertising  of  this  organization, 
the  Japanese  and  Java  producers  were  considering  an  advertising 
campaign  in  the  United  States. 

In  the  opinion  of  the  manager  this  advertising  by  different 
groups  of  foreign  producers  was  unsound.  The  taste  of  teas  from 
different  countries  sometimes  varied  appreciably.  It  was  his 
opinion  that  many  persons  who  like  one  type  of  tea  might  care 
nothing  at  all  and  possibly  even  might  dislike  another  type  of 
tea.  He  believed  that  it  would  be  more  advantageous  if  the  funds 
which  were  being  spent  by  organizations  of  producers  in  behalf 
of  the  tea  from  specific  countries  were  pooled  and  a  national 
advertising  campaign  for  the  purpose  of  increasing  tea  consump- 
tion in  the  United  States  were  conducted.  The  manager  also  said 
that  at  that  time  there  was  no  advertising  which  informed  the 
consumer  of  the  differences  in  teas;  that  the  American  public  was 
not  well  informed  as  to  the  correct  methods  of  preparing  tea;  and 
that  national  advertising  could  remedy  partially  this  situation. 

The  green  coffee  merchants  and  coffee  roasters  purchased  their 
coffee  through  New  York  brokers,  from  importers,  or  from  coffee 
producers'  agents  in  New  York.  The  producers'  agents  and  green 
coffee  merchants  frequently  sold  coffee  from  only  one  country. 
The  coffee  roasters  purchased  coffee  from  all  countries,  blended 
it,  roasted  it,  and  sold  it  to  wholesale  grocers  or  directly  to 
retailers 

The  tea  packers  purchased  their  tea  either  directly  from  the 
country  of  production  or  through  brokers  representing  foreign 
exporters,  or  New  York  agents.  The  importers  and  brokers  fre- 
quently were  interested  in  teas  from  only  one  or  two  countries. 
The  tea  packers  purchased  tea  from  all  countries,  blended  it, 
packed  it,  and  sold  it  to  wholesalers  and  retailers. 

The  manager  of  the  tea  department  of  the  Strachey  Tea  and 
Coffee  Company  did  not  believe  that  the  Tea  Association  of  the 
United  States  of  America  was  fitted  to  conduct  a  campaign  such 
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as  he  had  in  mind.  This  association  was  composed  chiefly  of 
importers  and  brokers  in  New  York  who  sold  tea  to  tea  packers. 
The  members  of  the  association  were  importers  and  brokers  who 
ordinarily  were  interested  particularly  in  tea  from  only  one  coun- 
try. It  was  the  opinion  of  the  manager  that  the  personal  preju- 
dices of  these  men  would  mitigate  the  opportunity  for  constructive 
action.  He  stated,  furthermore,  that  the  association  did  not 
represent  adequately  the  tea  industry  of  the  United  States.  Since 
these  men  did  not  sell  directly  to  wholesalers  or  retailers,  the  tea 
manager  believed  that  they  were  unacquainted  with  the  buying 
motives  of  the  public  and  with  the  selling  problems  encountered 
by  the  tea  packer.  He  contended  that  just  as  coffee  had  been 
advertised  by  the  coffee  roasters  who  imported  coffee  from  all 
countries  so  tea  should  be  advertised  by  tea  packers  or  men 
importing  tea  from  all  countries. 

Since  many  of  the  coffee  roasters,  who  were  members  of  the 
National  Coffee  Roasters  Association,  were  also  tea  packers,  he 
believed  that  it  would  be  advisable  for  the  latter  organization 
to  change  its  by-laws  so  as  to  allow  all  tea  packers  to  become 
members.  After  this  change  had  taken  place,  he  believed  that 
an  advertising  campaign  by  the  new  organization  would  be  of 
advantage  to  the  tea  trade. 

He  recognized  that  objections  would  be  raised  against  his 
proposal.  In  the  first  place,  there  were  coffee  roasters  who  con- 
tended that  any  increase  in  the  consumption  of  tea  would  result 
in  a  reduction  in  the  consumption  of  coffee.  The  net  profit  per 
pound  of  coffee  was  about  V/2  cents  and  that  per  pound  of  tea 
about  4  cents.  Several  large  tea  packers,  futhermore,  had  adopted 
a  policy  of  independent  action  at  all  times  and  he  doubted  if 
these  companies  could  be  induced  to  cooperate.  The  fact  that 
the  bulk  of  coffee  is  produced  in  one  country  makes  cooperation 
in  the  coffee  trade  much  less  difficult  than  in  the  tea  trade,  since 
tea  comes  from  several  diverse  sources.  Although  the  manager 
believed  that  several  of  the  tea-producing  countries  would  be 
willing  to  aid  the  financing  of  such  a  campaign,  other  countries, 
such  as  Japan,  would  not.  Many  tea  packers  did  not  like  the 
quality  of  Japanese  tea  and  preferred  to  use  teas  from  other 
countries;  consequently,  it  might  be  necessary  for  Japan  to  adver- 
tise independently. 


438 


IMPORT  PURCHASING 


Should  the  Strachey  Tea  and  Coffee  Company  have  endeavored 
to  secure  the  cooperation  of  other  tea  packers  in  order  to  seek 
admittance  to  the  National  Coffee  Roasters  Association  for  the 
purpose  of  conducting  tea  advertising  similar  to  the  coffee  adver- 
tising? 

3.  Plymore  Trading  Company 

ESTABLISHMENT  OF  DOMESTIC  SALES  OFFICES  BY  IMPORTER 

OF  NITRATES 

The  Plymore  Trading  Company  was  an  import  and  export 
merchant  with  a  main  office  in  New  York  City.  The  company 
bought  and  sold  in  most  foreign  countries,  but  principally  in  South 
America.  It  maintained  branch  offices  in  every  important  city  on 
the  west  coast  of  South  America.  Each  branch  was  incorporated 
under  the  laws  of  the  country  in  which  the  branch  was  located  and 
was  operated  independently  of  the  Plymore  Trading  Company. 
The  company,  however,  had  joint  directors  with  each  of  the 
branches. 

Through  the  main  office  in  New  York  and  through  the  numer- 
ous branches,  the  company  imported  and  exported  a  large  variety 
of  commodities.  In  many  instances,  the  company  bought  and 
sold  for  its  own  account.  In  other  instances,  the  company  acted 
as  agent  for  American  manufacturers  who  exported  to  the  coun- 
tries in  which  the  company  operated  and  also  for  foreign  pro- 
ducers who  marketed  their  products  in  the  United  States.  The 
total  value  of  all  exports  and  imports  of  the  company  exceeded 
$100,000,000  a  year. 

In  1914  Chile  exported  approximately  2,600,000  tons  of  nitrate 
of  soda.  The  Plymore  Trading  Company  imported  about  60,000 
tons  of  the  500,000  tons  imported  into  the  United  States.  There 
were  two  principal  uses  of  nitrate  of  soda:  as  a  base  for  fertilizer 
and  as  an  essential  ingredient  of  explosives.  Hence  fertilizer  and 
gunpowder  manufacturers  were  the  chief  purchasers  of  the  nitrate 
of  soda  imported  into  the  United  States.  Several  of  the  largest 
manufacturers  of  gunpowder  imported  for  their  own  accounts, 
but  most  manufacturers  bought  from  importers. 

The  Nitrate  Producers'  Association  had  controlled  for  many 
years  the  sale  of  about  98%  of  the  nitrate  of  soda  produced  in 
Chile.  One  of  the  large  gunpowder  manufacturers  of  the  United 
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fna16^™1  5?  PiT0re  Trading  ComPany  controlled  the  remain- 
ing 2%.  The  Nitrate  Producers'  Association  fixed  prices  on 
nitrates.  Sales  ordinarily  were  for  future  shipment.  The  Ply- 
more Trading  Company,  for  example,  secured  from  fertilizer  or 
gunpowder  manufacturers  orders  for  delivery  three  or  four 
months  later.  It  contracted  with  the  Nitrate  Producers'  Assoda- 

M&^zszr* 01  so  earlier  than  date  °f  ddiv^ 

tur^lirllf  w^had  bCen  a  continuous  development  of  agricul- 
ture throughout  the  country,  there  had  been  no  apparent  change 
in  the  demand  for  nitrate  of  soda  as  a  base  for  fertilizer  for  sev- 
eral years  A  survey  of  agricultural  conditions  showed  the  Ply- 
more Trading  Company  that  the  market  for  nitrate  as  a  fertilizer 

that  this  was  explained  by  the  fact  that  the  fertilizer  manufac- 
turers were,  for  the  most  part,  conservative  companies,  which 

wi?hS-enga?  m,  bUSinesS  for  many  years'  were  satisfied 
with  existing  sales  and  were  carrying  on  no  advertising 

In  1915  the  Plymore  Trading  Company  decided  to  establish  a 
sales  office  in  the  southern  cotton  belt  where  the  bulk  of  imported 

dl™^  I0™*, ^  t0  add  °ther  sa,es  offices  ^  occasion 
demanded.  In  1924,  four  such  offices  were  in  operation  in  differ- 
ent parts  of  the  southern  cotton  belt  from  Savannah  to  New 
urieans.   The  supply  of  nitrate  was  plentiful  and  the  company 
secured  shipments  as  large  as  it  desired.  One  or  two  salesmen 
at  each  office  spent  full  time  in  visiting  and  soliciting  purchases 
from  potential  users  of  fertilizer.  Expensive  offices  were  not 
necessary   The  New  York  office  controlled  the  sales  offices  fixed 
prices  and  approved  sales.   In  order  to  avoid  assuming  credit 
risks  the  company  made  sales  through  brokers  who  assumed  the 
credit  risks.  The  branch  sales  offices  carried  stock  for  emergency 
sales  but,  in  general,  salesmen  took  orders  for  future  delivery  so 
that  the  company  could  order  direct  deliveries  to  customers  and 
avoid  storage  charges.  No  sales  from  stock  were  sufficient  to  pay 
the  overhead  expenses  of  the  offices  and  add  materially  to  the 
'mports,-  .The  totaI  Sports  of  nitrate  of  soda  into  the 
United  States  had  increased  from  approximately  500,000  tons 
m  the  year  ending  June  30,  1914,  to  almost  1,000,000  tons  during 
the  year  ending  June  30,  1924.   In  1924  the  Plymore  Trading 
Company  imported  approximately  300,000  tons,  an  increase  of 
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400%  over  the  company's  imports  in  1914.  The  company  attrib- 
uted this  increase  chiefly  to  the  success  of  the  sales  offices  in  stim- 
ulating demand  for  nitrate  fertilizer  in  the  agricultural  districts 
of  the  South. 

4.  Telfair  Company 

SPECIALIZATION  OF  WOOL  BROKER  IN  TRADE  WITH  MERCHANTS 

RATHER  THAN  MILLS 

In  the  fall  of  1923  the  Telfair  Company,  a  firm  of  Boston 
wool  brokers,  secured  the  exclusive  American  agency  for  an 
Australian  wool-buying  broker  who  had  a  high  reputation  as  a 
wool  packer.  The  Telfair  Company  had  acted  as  a  selling  broker 
of  domestic  wools  for  about  five  years  and  also  acted  as  ex- 
clusive United  States  representative  of  a  wool  merchant  in  South 
America.  The  Telfair  Company  had  been  selling  only  to  mer- 
chants. It  wished,  however,  to  build  up  a  steady  demand  from 
the  mills  for  the  wool  offered  by  the  Australian  broker.  It  was 
undecided  in  the  middle  of  1924  whether  this  could  be  done  best 
by  continuing  to  confine  sales  efforts  to  merchants,  or  by  attempt- 
ing to  develop  sales  directly  to  mills. 

The  Australian  broker  previously  had  sold  through  another 
Boston  broker  who  executed  orders  for  Boston  merchants.  He 
had  been  dissatisfied,  however,  with  the  volume  of  sales  in 
America,  and  did  not  believe  that  the  American  broker  was  mak- 
ing proper  efforts  to  establish  his  packing  of  Australian  wool  in 
the  American  market.  American  sales  of  the  Australian  broker 
had  reached  a  high  point  of  about  2,000,000  pounds  in  191 8.  In 
1922  and  1923  the  total  imports  of  Australian  wool  into  the 
United  States  decreased,  a  tendency  already  observable  as  early 

OC   TATA  1 

dz>  1919. 

American  sales  of  the  Australian  broker  had  declined  to  about 
500,000  pounds  annually.  Because  of  inactivity  in  the  wool 
textile  industry  in  the  United  States  and  a  strong  demand  for 
wool  in  Europe  in  the  first  half  of  19242  domestic  wool  prices 
ranged  from  10  to  20  cents  a  pound  below  the  imported  price 

1  Imports  of  Australian  Wool  into  the  United  States 

Season  1916-17.........  48,272  bales  of  330  lbs. 

Season  191 7-18  303373  bales  of  330  lbs. 

Season  1018-19  44,514  bales  of  330  lbs. 

•See  page  441  for  footnote. 
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of  similar  grades  of  foreign  wool,  which  had  to  bear  an  import 
duty  of  31  cents  a  pound.  Only  small  quantities,  therefore,  of 
foreign  wool  of  those  grades  needed  to  meet  special  requirements 
were  being  imported. 

The  Telfair  Company  believed  that  with  proper  sales  effort 
their  share  of  the  Australian  imports  could  be  increased,  and 
that  their  sales  of  this  wool  should  be  about  4,000,000  pounds 
annually  as  soon  as  normal  relations  between  prices  of  foreign 
and  domestic  wools  returned.  Through  the  exclusive  agency 
relationship  with  an  old  and  reliable  Australian  broker,  the 
American  broker  felt  assured  that  there  would  be  no  difficulties 
of  certain  yield  or  quality.  The  Telfair  Company  intended  to 
take  advantage  of  any  opportunities  that  might  arise  to  secure  in 
other  foreign  primary  markets  exclusive  agencies  of  foreign  com- 
panies of  suitable  high  reputation  and  reliability.  It  hoped  how- 
ever, to  become  established  firmly  in  Australian,  South  American 
and  domestic  wools  before  developing  additional  foreign  sources' 
It  had  decided  to  sell  domestic  wools  also  because  the  main  buy- 
ing season  for  South  American  wools  lasted  only  about  four 
months.  Domestic  wools  and  Australian  wools  could  constitute 
sales  during  the  remainder  of  the  year.  A  table  of  the  normal 
shearing  seasons  of  the  world,  as  furnished  to  the  Telfair  Com- 
pany by  its  bank,  is  given  on  the  following  page. 

A  few  brokers  sold  to  both  mills  and  merchants.  The  Telfair 
Company,  however,  believed  it  should  confine  its  efforts  either 
to  the  mills  or  the  merchants  without  trying  to  sell  to  both  Mer- 
chants carried  stocks  and,  through  long  associations,  had  built 
up  close  relations  with  the  mills.  For  the  broker  to  quote  to  mills 
the  same  price  meant  that  the  merchant  would  be  deprived  of 
his  profit    This  direct  competition  by  the  broker  for  the  trade 

ZSZJlf*  7ulla°tag°nize  *e  merchant  customers,  if  it  were 
decided  to  sell  to  both. 

One  advantage  of  developing  trade  with  merchants  was  their 
accessibility.   Over  250  wool  merchants  traded  in  Boston,  and 

2  See  page  440  for  footnote  reference. 

Wool  Textile  Manufacturing— Percentage  of  Normal  Activity* 
io*3,  December    I08      April ....  «ft 

1934,  January  II0  d^::::::::::: 7! 

fS  Junc  :::'6* 

•Htrwd  Economic  Service,  Weekly  Letter,  August  aj,  l9a4. 
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Table  i 

Normal  Shearing  Seasons  of  World  Wool  Supply 

(Millions  of  pounds) 


Month 

Total 

Aus- 
tralia 

New 
Zea- 
land 

South 
Africa 

Argen- 
tina 

Uru- 
guay 

Eu- 
rope 

United 
King- 
dom 

United 
States 

January 

88 

88 

February 

88 

88 

March 

147 

89 

58 

April 

m  m 

174 

89 

27 

58 

May 

174 

89 

27 

58 

June 

384 

88 

210 

28 

58 

July 

383 

88 

210 

58 

August 

2Ifi 

*>  M.  \Jf 

210 

September 

235 

199 

36 

October 

163 

37 

93 

33 

November 

165 

37 

94 

34 

jL/ecemoer 

165 

37 

94 

34 

Total 

2,376 

619 

199 

147 

281 

IOI 

630 

109 

290 

most  of  these  were  situated  on  one  street.  Merchants  bought 
on  their  own  account,  and  carried  stocks  in  anticipation  of  mill 
needs  or  of  a  change  in  prices.  Merchants  thus  offered  a  ready 
and  easily  available  market  at  all  times.  Merchants  were  less 
exacting  in  their  requirements  as  to  grades  and  qualities  than 
mills  because  they  had  as  their  customers  a  large  number  of 
mills  requiring  different  grades.  A  merchant  often  regraded  or 
sorted  large  lots  of  wool  in  order  to  meet  specific  requirements 
of  mills.  Mills  purchased  wool  to  meet  definite  spinning  re- 
quirements. Selling  to  merchants  thus  required  less  sales  effort 
and  offered  quick  turnover.  Since  the  broker's  profit  was  in 
commissions,  a  high  rate  of  turnover  was  desirable. 

Terms  to  merchants  on  wool  held  in  Boston  ordinarily  were 
cash  less  1%  in  10  days  or  net  30  days,  while  mills  received  terms 
of  60  days  net.  On  wool  shipped  from  Australia,  terms  would 
be  the  same  either  to  merchants  or  mills,  since  it  was  customary 
to  arrange  for  30-  to  90-day  letters  of  credit.  The  wool  broker, 
however,  took  no  part  in  the  financing.  Current  quotations  and 
offerings  were  cabled  by  the  Australian  broker.  The  American 
broker  secured  and  executed  orders  also  by  cable.  A  commis- 
sion of  from  3%  to  5%  was  included  in  quotations  and  was  di- 
vided between  the  American  and  Australian  broker  in  a  prear- 
ranged proportion.   All  shipping  details  were  arranged  in  Aus- 
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tralia.  Wool  was  shipped  directly  from  Australia  or  South 
America  to  the  purchaser  in  the  United  States  who  remitted 
payment  to  the  foreign  seller  by  documentary  drafts  drawn 
against  a  letter  of  credit.  Terms  on  wool  from  Australia  were 
c.i.f.  Boston,  and  from  South  America  were  f.o.b.  port  of  ship- 
ment. The  broker  received  his  commission  from  the  foreign 
seller.  Quotations  from  Australia  were  in  pounds  sterling.  The 
American  broker  also  quoted  Australian  wools  in  sterling  instead 
of  in  dollars.  This  placed  the  burden  of  exchange  risk  upon  the 
buyer.  Mills  were  less  willing  to  purchase  on  sterling  quota- 
tions than  were  merchants. 

The  Telfair  Company,  however,  desired  to  build  up  a  perma- 
nent outlet  for  this  Australian  wool.  To  do  this  required  in- 
tensive sales  effort,  demonstration  of  superior  qualities,  and  the 
establishment  of  a  reputation  for  delivery  of  wool  of  dependable 
quality  and  yield.  Direct  dealings  with  the  mills  would  facilitate 
such  efforts  since  the  identity  of  the  wool  as  originating  under  a 
particular  packer  in  Australia  often  was  lost  when  the  wool  was 
resold  through  merchants.  By  specializing  in  the  trade  with  the 
mills,  the  firm  might  hope  to  develop  a  permanent  outlet  and  to 
create  good-will.  Prices  could  be  quoted  which  did  not  include 
the  merchant's  profit,  since  mills  would  receive  the  same  price 
advantage  as  merchants  ordinarily  received.  As  the  company 
developed  sources  in  other  foreign  markets,  it  might  secure  ex- 
clusive buying  agency  relations  with  mills.  A  few  mill  owners 
had  delegated  the  purchasing  of  wool  to  an  exclusive  buying 
broker  who  had  connections  in  all  primary  markets.  They  be- 
lieved that  an  exclusive  buying  broker  who  was  in  constant 
touch  with  all  markets  could  purchase  more  economically  and 
with  less  risk  than  could  a  mill  wool  buyer  who  made  periodical 
visits  to  the  Boston  merchants. 

Mills,  however,  were  prejudiced  against  a  broker  who  did  not 
have  an  established  reputation  and  had  not  sold  wool  for  a  decade 
or  more.  Many  of  the  mill  buyers  preferred  to  purchase  by  per- 
sonal calls  on  merchants  with  whom  they  already  had  been  asso- 
ciated. They  gave  less  attention  to  salesmen.  Mills  were  scat- 
tered throughout  New  England.  A  broker  selling  to  merchants 
needed  only  a  small  office  and  one  or  two  salesmen.  Develop- 
ment of  the  mill  trade  required  about  five  salesmen  for  whom 
traveling  expenses  must  be  paid.    The  size  of  the  sales  force 
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depended  on  the  condition  of  the  market  and  the  time  required 
to  develop  close  enough  relations  with  mills  to  make  quotations 
and  execute  orders  over  the  telephone. 

The  broker  was  at  a  disadvantage,  however,  in  selling  to  mills 
because  no  stocks  were  carried.  Sales  were  made  on  sample, 
and  about  two  months  were  required  for  delivery  of  foreign 
wools.  Mill  buyers  usually  wished  to  see  a  complete  lot  of  wool 
before  purchasing.  Moreover,  mills  sometimes  required  wool  for 
immediate  delivery.  Since  purchases  from  the  broker  had  to  be 
made  on  small  samples  and  payment  arranged  for  on  letter  of 
credit  before  arrival  of  the  wool,  it  was  necessary  for  a  mill  to 
place  a  high  degree  of  confidence  in  the  broker. 

Were  the  Telfair  Company  to  sell  only  to  mills,  it  might  have 
difficulty  in  continuing  its  sales  of  domestic  wool.  No  attempt 
had  been  made  to  send  buyers  to  wool-producing  regions.  The 
broker  had  confined  efforts  to  executing  orders  for  sales  from 
merchant  to  merchant.  Samples  were  gathered  from  merchants 
wishing  to  sell  and  offers  made  to  other  merchants  who  the 
broker  believed  might  desire  to  purchase  specific  lots  of  wool. 

Since  its  organization  five  years  before,  the  Telfair  Company 
had  confined  its  sales  efforts  to  merchants  because  they  offered  an 
immediate  and  easily  available  market. 

The  Telfair  Company  decided  to  continue  to  limit  its  sales 
efforts  to  merchants.  The  cost  of  selling  direct  to  the  mills  would 
be  materially  greater  than  that  of  selling  to  merchants  because  of 
the  additional  salesmen  required.  Since  the  company  operated  on 
a  brokerage  basis,  it  was  dependent  in  any  event  on  a  fixed  per- 
centage of  its  transactions  for  its  compensation.  This  percentage 
would  not  vary  in  the  case  of  direct  sales  to  mills,  and  it  was 
questionable  whether  such  direct  sales  would  produce  enough 
additional  business  to  take  care  of  the  increased  sales  expense. 

5.  Burton  Plantations  Company 

PURCHASE  OF  A  SUGAR  REFINERY  AS  AN  OUTLET  FOR  RAW  SUGAR 

In  1920  the  Burton  Plantations  Company  owned  and  operated 
two  centrals  in  Cuba  with  total  annual  output  of  about  1,500,000 
bags,  or  over  200,000  tons  of  raw  sugar.  The  company  also 
owned  about  100,000  acres  of  land  on  the  greater  part  of  which 
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sugar  cane  was  raised.  In  connection  with  the  sugar  mills,  it 
operated  a  distillery  for  the  conversion  of  molasses,  a  by-product, 
into  alcohol-ether  motor  fuel  as  a  substitute  for  gasoline  in  Cuba. 
Offices  of  the  Burton  Plantations  Company  in  the  United  States 
were  located  in  New  York  and  Philadelphia. 

The  entire  output  of  the  centrals  in  Cuba  was  sold  to  refineries 
along  the  Atlantic  seaboard.  Transportation  charges  were  paid 
on  the  shipments  of  raw  sugar  from  Cuba  to  the  United  States. 
Sales  were  made  through  brokers,  who  received  a  commission  of 
one-fourth  of  1  %  from  the  company  when  they  placed  the  seller 
in  touch  with  the  prospective  buyer.  If  they  took  charge  of  the 
actual  transactions  and  made  collections,  their  commissions  were 
not  less  than  one-half  of  1%. 

The  sugar  refining  industry  was  limited  to  about  10  manufac- 
turers operating  15  refineries  along  the  Atlantic  seaboard,  with 
a  daily  production  ranging  from  1,000,000  to  5,000,000  pounds 
each.  Average  refinery  margins,  exclusive  of  profits,  were  about 
2  cents  a  pound.  The  market  was  restricted  to  the  eastern  part 
of  the  United  States,  since  freight  rates  and  the  import  duty 
hindered  competition  with  the  beet  sugar  refineries  west  of  the 
Mississippi  River.  The  concentration  of  refineries  reduced  the 
number  of  customers  to  whom  the  Burton  Plantations  Company 
could  sell  its  raw  sugar.  Shipments  of  raw  sugar  could  not  be 
timed  to  meet  the  fluctuating  demand  of  these  refineries.  The 
expense  of  storage  and  the  lack  of  warehouse  space  made  it  neces- 
sary to  sell  and  deliver  as  quickly  as  possible  after  the  cutting 
season.  It  was  also  necessary  to  obtain  cash  to  meet  the  costs 
of  operating  the  plantations  and  steamships.  The  refineries,  how- 
ever, maintained  sufficient  stocks  of  raw  sugar  to  withhold  pur- 
chases when  prices  were  high.  Consequently,  producers  of  raw 
sugar  could  make  only  limited  profits  except  in  years  of  short 
crops.  In  1920  the  Burton  Plantations  Company  discussed 
whether  or  not  it  should  purchase  a  sugar  refinery  as  a  market 
for  its  product  in  order  to  be  released  from  dependence  upon  a 
limited  number  of  customers. 

The  refineries  sold  their  output  to  confectionery  manufacturers, 
wholesale  grocers,  and  sugar  merchants,  either  directly  or  through 
brokers  for  domestic  use,  or  through  brokers  for  exportation. 
Since  the  customers  of  the  refineries  were  not  limited  in  number 
as  were  the  manufacturers,  the  refineries  had  a  selling  advantage 
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which  the  producers  of  raw  sugar  did  not  have.  The  Burton 
Plantations  Company,  therefore,  believed  that  the  sale  of  refined 
sugar  was  less  difficult  and  not  subject  to  as  many  fluctuations 
as  the  sale  of  raw  sugar.  Furthermore,  the  ownership  of  a 
refinery  by  a  company  which  operated  sugar  plantations  elim- 
inated selling  expense  and  brokerage  commission  on  the  raw  sugar, 
and  such  minor  expenses  as  the  cost  of  having  the  imported  sugar 
weighed  by  a  certified  public  weigher.  It  was  not  necessary  to 
duplicate  the  government  weighing  when  sales  were  made  by  one 
part  of  an  organization  to  another.  The  refinery  would  purchase 
sugar  from  the  plantations  on  the  basis  of  the  current  market 
price. 

The  Burton  Plantations  Company  was  able  to  finance  the  con- 
struction of  a  refinery  in  1920.  The  executives  believed,  however, 
that  without  the  possession  of  a  trade  name  already  well  known 
it  would  be  difficult  to  overcome  consumer  preference  for  other 
brands.   They  entered  into  negotiations  with  the  Maquard  Sugar 
Company  in  Philadelphia  to  purchase  its  refinery.  This  company 
had  built  up  an  excellent  reputation  for  its  product  and  its  brand 
was  well  established  on  the  market.    For  most  economical  pro- 
duction it  was  necessary  for  a  refinery  to  be  located  in  a  port 
with  a  deep  water  channel  and  an  abundant  supply  of  labor,  coal, 
and  water,  in  addition  to  adequate  railway  and  highway  facilities 
for  the  delivery  of  the  products.  The  Maquard  Sugar  Company's 
refinery  was  not  a  modern  plant  and  was  located  about  four  miles 
from  the  Delaware  River.  The  company  had  not  been  able  to 
operate  as  economically  as  its  competitors  for  these  reasons, 
although  it  had  avoided  losses.  This  was  the  result  of  the  ability 
of  the  company's  buyer  to  purchase  raw  sugar  at  advantageous 
prices.    The  capacity  of  the  refinery  was  only  about  400,000 
pounds  a  day,  which  was  insufficient  to  take  the  output  of  the  Bur- 
ton Plantations  Company.   The  purchase  of  the  Maquard  Sugar 
Company,  therefore,  involved  constructing  another  plant  with  a 
capacity  of  about  1,300,000  pounds  per  day.   The  necessity  for 
the  proper  location  meant  that  the  land  required  would  have  a 
high  value.   Although  purchases  by  the  new  refinery  would  be 
limited  to  one  source,  the  company  believed  that  this  disadvantage 
would  be  offset  by  greater  efficiency  and  better  location  of  the 
plant. 

The  executives  of  the  Burton  Plantations  Company  believed 
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that  the  capacity  of  the  plants  along  the  Atlantic  seaboard  to 
produce  refined  sugar  was  greater  than  the  existing  consumer 
demand.  In  spite  of  this  fact,  other  companies  were  investing 
their  funds  in  new  plants.  This  expansion  was  due  to  the  high 
prices  offered  for  refined  sugar,  increased  profits,  and  the  fact 
that  the  demand  for  sugar  had  increased  because  of  the  greater 
consumer  purchasing  power  prevailing  between  1915  and  1920. 

Because  of  the  advantages  to  be  obtained  by  this  method  of 
distributing  its  product,  the  Burton  Plantations  Company  pur- 
chased the  refinery  in  1920  and  erected  a  new  plant  on  the  Dela- 
ware River  in  Philadelphia  with  sufficient  capacity  to  take  the 
entire  output  of  the  company's  Cuban  plantations.  The  organi- 
zation of  the  Maquard  Sugar  Company  was  retained  for  the 
operation  of  the  new  refinery  and  the  old  plant  abandoned. 
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